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Foreword by the Minister of Finance 


I am pleased to table before Parliament the Government of Canada’s 
Debt Management Report for fiscal year 2003-04. It provides accountability by 
outlining in detail the financial management of Canada’s debt. 


Canadians today are reaping the rewards of sustained fiscal responsibility. The 
previous “vicious cycle” of annual deficits, rising debt, higher interest rates and 
high taxes has been replaced by a “virtuous circle” of seven consecutive budget 
surpluses, a declining debt burden, rising consumer and business confidence, the 
largest tax reductions in Canadian history, low interest rates and consistently 
strong economic performance. This has enabled us to reduce the federal debt by 
more than $61 billion since we balanced the budget in 1997-98, while maintaining 
the resources needed to deal with recent security threats, health emergencies like 
severe acute respiratory syndrome (SARS) and the impact of bovine spongiform 
encephalopathy (BSE). This fiscal responsibility also enabled the Government to 
provide $36.8 billion in funding over five years under the 2003 First Ministers’ 
Accord on Health Care Renewal—funding that will be key to ensuring timely 
access to quality health services for all Canadians. 


Such prudence with a purpose means our debt-to-GDP (gross domestic product) 
ratio today stands at 41.1 per cent, its lowest level since 1983-84. In the process 
we have freed up $3 billion in reduced interest charges every year that can now be 
invested in national priorities. As I indicated in the 2004 budget, we will maintain 
this responsible, prudent approach with a goal of reducing Canada’s debt-to-GDP 
ratio to 25 per cent within 10 years. 


This year’s Debt Management Report highlights ongoing efforts to improve the 
management of our debt. Examples over the past year include: 


e Reducing debt costs by beginning to gradually lower the fixed-rate debt 
component from two-thirds to 60 per cent. 


e Maintaining an efficient, well-functioning market for Government of Canada 
securities through such measures as a bond buyback program. 


e Encouraging a broad group of market investors in Government of Canada 
securities. 


¢ Continually ensuring the federal debt program is well managed. 


By never wavering from the “bottom line” of balanced budgets, the hard-earned 
rewards of fiscal responsibility will continue to ensure a prosperous future for 
our country. 


The Honourable Ralph Goodale, P.C., M.P. 
Minister of Finance 
Ottawa, December 2004 
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Purpose of This Publication 


The Debt Management Report provides a detailed account of the Government of 
Canada’s borrowing, cash and foreign exchange reserves management operations 
over the fiscal year from April 1, 2003 to March 31, 2004. 


It provides a comprehensive report on the environment in which the debt is 
managed, its composition and changes during the year, and strategic plans set out 
in the 2003-04 Debt Management Strategy, published in March 2003. A set of 
reference tables containing statistics on the operation of debt programs is 

also provided. 


The information contained in this report is designed for a range of interested 
parties to ensure transparency and public accountability in the Government’s 
borrowing and cash management activities. The Debt Management Strategy and 
the Debt Management Report are tabled annually in Parliament and are available 
on the Department of Finance Web site at www.fin.gc.ca. 


Federal Debt Management 


Strategic management of the federal debt focuses on two key elements: market debt, 
and liquid financial assets of the Government of Canada. As of March 31, 2004, the 
Government had $440.2 billion of market debt composed of marketable bonds, 
Treasury bills, retail debt, foreign currency debt, Canada Pension Plan (CPP) bonds 
and obligations related to capital leases, and $61.7 billion of liquid financial assets 
composed of domestic cash balances and foreign exchange assets. 


(C$ billions) 


Market Debt 
Payable in Canadian currency 
Marketable bonds 218.8 


(fixed-rate bonds with 2-, 5-, 10- and 30-year maturities 
and real return bonds with 30-year maturities) 


Treasury bills 113.4 
(zero-coupon securities with 3-, 6- and 12-month maturities) 
Retail debt 21.3 
(Canada Savings Bonds and Canada Premium Bonds) 
CPP bonds 3.4 
Obligations related to capital leases 2.8 
Payable in foreign currency 
Marketable bonds and foreign currency notes Teo 
(fixed-rate bonds, Canada notes and Euro Medium-Term Notes) 
Canada bills 3.4 


(zero-coupon securities with 1- to 9-month maturities) 
Liquid Financial Assets 
Cash 20.5 
Foreign exchange reserves 41.2 


This document is structured as follows: 


Part I describes the fiscal environment in which the debt is managed and the 
composition of market debt, which the Government strategically manages. 


Part II reports on the 2003-04 debt strategy by major theme: 
risk/cost, liquidity, participation and governance. 


Part III provides details on activity in the individual domestic and 
foreign debt programs during 2003-04. 


Annexes explain the composition of the federal debt and the 
Government’s framework for managing financial risk. 


Reference tables provide historical information on the funding activities 
of the Government. 


Overview 


In 2003-04 the Government continued to reduce its level of indebtedness. On a 
full accrual basis of accounting the federal debt was reduced to $501.5 billion, 
down $61.4 billion from its peak in 1996-97. The 2003-04 budgetary surplus of 
$9.1 billion was used primarily to increase financial assets, which rose by 

$9.5 billion. Market debt declined by $2.2 billion while obligations to pensions and 
other accounts increased by $2.6 billion. Both other liabilities and non-financial 
assets increased by $0.6 billion. Debt-servicing charges were down $1.5 billion 
from fiscal year 2002-03 as a result of a 20-basis-point reduction in the average 
interest rate paid on the public debt. Since 1996-97 the cumulative reduction in 
indebtedness and reduction in the average interest rate have reduced debt 
charges by $11.5 billion. Lower debt-servicing charges benefit all Canadians. 


The advent of a period of federal budgetary surpluses in the second half of the 
1990s ushered in a new area in federal debt management—one focused on 
maintaining a well-functioning market for debt or fixed-income securities in an 
environment of declining borrowing needs. Over the past several years the primary 
focus of adjustments to government borrowing programs has been in this domain. 


Debt, cash and reserve management actions in 2003-04 included the beginning of 
the orderly reduction in the fixed-rate share of the debt from a target of two-thirds 
to 60 per cent by 2007-08, with resulting adjustments to the sizes of the Treasury 
bill and bond programs. The fixed-rate share fell from 66 per cent to 64 per cent 
over the course of the year. The stock of Treasury bills increased by $9.0 billion to 
$113.4 billion, while the stock of bonds declined by $10.9 billion to $258.2 billion. 
Bond repurchases totalled $10.7 billion. 


Operational refinements continued to be made to the debt program to improve its 
functioning, including moving the time of Treasury bill auctions to the morning 
(when the market is most active) and reducing the target size for the 10-year 
benchmark bond to maintain an annual benchmark cycle. 


As part of good governance and management, different aspects of the debt 
program are reviewed periodically. These reviews are conducted internally at the 
Department of Finance and Bank of Canada or by external specialists. In 2003-04 
reviews were undertaken on the governance framework, the retail debt program 
and the real return bond program. 


This report also features indicators that are intended to provide interested 
parties with an understanding of some of the key measures that debt managers 
follow with respect to debt management programs and well-functioning 
securities markets. 
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Debt Strategy Framework 


Purpose 


Raise stable, low-cost funding for the Government of Canada. 


Principles and Objectives 


Well-functioning market 


Emphasize transparency, liquidity and regularity in the design and implementation 
of domestic debt programs in order to maintain a well-functioning domestic 
government securities market. 


Work with market participants and regulators to enhance the integrity and 
attractiveness to investors of the market for Government of Canada securities. 


Cost-effectiveness 
Manage the structure of the debt by balancing cost and risk to help protect the 
Government's fiscal position from unexpected increases in interest rates. 


Minimize the cost of carrying reserves (i.e. the difference between interest paid on 
foreign currency liabilities and interest earned on reserve assets). 


Prudence 


Raise funding for domestic operational needs in Canadian dollars, and immunize 
currency and interest rate risks arising from the management of the foreign 
reserves by matching foreign liabilities to reserve assets. 


Manage the Receiver General cash position to ensure that cash balances are 
maintained at reasonable cost to the Government. 


Control credit risks through diversification. 


Borrow using a variety of instruments, a range of maturities and a diversified 
investor base. 


Consultations 


Seek input from market participants on major adjustments to the federal debt, 
cash and reserves management programs. 


Best practices 


Ensure that the operational framework and practices are in line with the best 
practices of other comparable sovereign borrowers and the private sector. 
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Part I: Debt Management Context 


Since the annual debt-servicing cost is the largest single budget expense of the 
Government, effective management of the federal debt is especially important for 
all Canadians. This section provides an overview of the Government’s fiscal plan 
and the composition of the debt stock. The Government’s fiscal position sets the 
context within which debt management decisions are taken. One of the key 
decisions of debt management relates to the composition of the debt stock, 
which directly affects debt costs. 


The Fiscal Plan 


Budgetary Outcome 


Canada has experienced a remarkable turnaround in its fiscal position in recent 
years: the Government recorded a budgetary surplus of $9.1 billion in 2003-04, 
its seventh consecutive budgetary surplus; the federal debt has been reduced by 
$61.4 billion from its peak in 1996—97; the federal debt-to-GDP ratio has fallen 
27.3 percentage points from its peak of 68.4 per cent in 1995-96 to 41.1 per cent 
in 2003-04, its lowest level since 1983-84 (see Chart 1); and fiscal and monetary 
policy credibility have contributed to lower interest rates. For detailed 
information, see the 2003-04 Annual Financial Report of the Government 

of Canada at www.fin.gc.ca/toce/2004/afr_e.html. 


Chart 1 
Federal Debt-to—GDP Ratio 
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Source: Department of Finance. 
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Financial Source/Requirement 


The key budgetary measure for market debt management is the financial 
source/requirement. While the budgetary balance is presented on a full accrual 
basis, recognizing revenues and expenses when they are incurred, the financial 
source/requirement is a cash flow measurement that captures the current- and 
prior-year budgetary items, as well as the cash implications of non-budgetary 
transactions. As such, the financial source/requirement determines the changes 
in the market debt and in the level of financial assets. 


The budgetary surplus of $9.1 billion and a net requirement of funds from 
non-budgetary transactions of $2.8 billion produced a financial source of 
$6.2 billion in 2003-04. This compares to a financial source of $7.6 billion 
in 2002-03 and a requirement of $0.3 billion in 2001-02. 


The Government has recorded a financial source in six of the past seven years 
(see Chart 2). The financial source in 2003-04 was used to increase cash balances 
by $4.1 billion and to reduce market debt by $2.2 billion. 


Chart 2 
Budgetary Balance and Financial Source/Requirement 
$ billions 

20 

10 | Budgetary balance 


wee Financial Source/requirement 
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Sources: Public Accounts of Canada and Statistics Canada. 
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Public Debt Costs 


In 2003-04 the Government spent 19 cents of every dollar of revenue to pay 
interest on the public debt, down from a peak of almost 39 cents in 1990-91. 
Public debt charges as a percentage of GDP declined to 2.9 per cent in 2003-04 
from 3.2 per cent in 2002-03 (see Chart 3). In 2003-04 the average interest rate 
paid on the public debt declined to 5.8 per cent from 6.0 per cent in 2002-03. 


Chart 3 
Public Debt Charges 


% of GDP 
; 


6 


5 


ak 


1991-92 1993-94 1995-96 1997—93 1999-00 2001-02 2003-04 


Source: Public Accounts of Canada. 


Composition of the Debt 


The Government’s gross debt is made up of market debt and non-market debt. 
Market debt is funded in the capital markets and is strategically managed by the 
Government. Non-market debt comprises liabilities held by the Government 
outside capital markets. The chart on the next page illustrates the relationships 
between the components of government debt, based on the 2003-04 fiscal year. 


See Annex | for a more detailed description of the composition of the federal debt. 
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Total Public Debt as at March 31, 2004 


Gross public debt Market debt 

$701.1 billion $440.2 billion 
(marketable bonds, Treasury 
| bills, retail debt, foreign debt, 

Canada Pension Plan bonds and 
Less Capital leases) 
financial assets 
$144.8 billion 
(cash, reserves, loans) 
= Non-market debt 


di $260.9 billion 


(pensions and other accounts, 


other liabilities) 


Net public debt 
$556.8 billion 


Y 


Less 
non-financial assets 
$54.8 billion 
(capital assets) 


Y 


Federal debt 
$501.5 billion 
(accumulated deficit) 


Source: Public Accounts of Canada. 


There are two types of market debt: domestic debt, which is denominated 

in Canadian dollars, and foreign currency debt (see Chart 4). (See 
www.fin.gc.ca/invest/instru-e.html for a detailed description of the 

Government of Canada’s market debt instruments.) The Government borrows 

in Canadian dollars using wholesale and retail funding. Wholesale funding is 
conducted through issuance of marketable securities, which include nominal 
bonds, real return bonds and Treasury bills. These securities are sold via auctions 
to Government of Canada securities distributors and end-investors. (The names of 
and details on the framework for government securities distributors and primary 
dealers can be found at www.bankofcanada.ca/en/auct.htm.) Retail funding is 
raised through sales of Canada Savings Bond products to individuals who are 
Canadian residents. 


Chart 4 
Market Debt, March 31, 2004 


Foreign 
currency bonds 
and notes 
CPP 3.9% Canada bills 
Retail bonds 0.8% 
debt _ 0.8% 


4.8% 


Treasury bills 
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Sources: Public Accounts of Canada and Annual Financial Review. 


Obligations 
related to 
capital leases 
0.6% 


Marketable 
bonds 
63.4% 


Funds raised in Canadian dollars are used primarily to meet the Government’s 
operational requirements. A small portion of Canadian-dollar wholesale debt is 
swapped to foreign currencies to fund the Government’s foreign exchange 
reserves. The Government also borrows in foreign currencies for the reserves, 
which are held in the Exchange Fund Account (EFA). The EFA provides a source 
of foreign currency liquidity and is used to promote orderly conditions in the 
foreign exchange market for the Canadian dollar. Details on the operations of the 
EFA can be found in the 2003 Report on the Management of Canada’s Official 
International Reserves, located at www.fin.gc.ca/toce/2004/oir04_e.html. 


Table 1 shows the change in the composition of federal market debt in 2003-04 

by domestic and foreign debt programs. Further details of the changes in programs 
and indicators of debt management operations and activities can be found in 

Part III. Total domestic debt was reduced by $1.7 billion while foreign currency 


debt declined by $0.6 billion. 


Table 1 


Change in Composition of Federal Market Debt, 2003-04 


April 1, 2003 March 31, 2004 
Outstanding Outstanding Change 
($ billions) 

Domestic debt 415.2 413.5 -1.7 
Foreign currency debt! Pil 20:5 -0.6 
CPP bonds and notes 3.4 3.4 0.0 
Obligations related to capital leases Dif 2.8 0.1 
Total market debt 442.4 440.2 -2.2 


Note: As at March 31, 2004, the total amount of interest rate ($1.6 billion) and cross-currency ($24.6 billion) 
swaps outstanding stood at $26.2 billion. Cross-currency swaps convert C$-denominated government 
debt into foreign currency obligations for the purpose of funding the foreign reserves portfolio. 


' Liabilities are stated at par value at the March 31 exchange rate. 


Source: Public Accounts of Canada. 
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Part I: Report on 2003-2004 Debt Strategy 


The federal debt strategy covers the management of federal market debt and 
operational activities related to it, including the management of Canadian-dollar 
cash balances and the funding and investment of Canada’s foreign exchange 
reserves. Annual debt strategy planning sets out the objectives for the year in 
each of these domains and provides for a series of initiatives. 


A well-functioning wholesale market in Government of Canada securities benefits 
the Government as well as a wide range of market participants. For the 
Government as a debt issuer, a well-functioning market attracts investors and 
ensures that funding costs are kept low. For market participants, a liquid and 
active secondary market in government debt provides credit-risk-free assets for 
investment portfolios, a pricing benchmark for other debt issues and swaps, and 
a primary tool for hedging risk. 


In 2003-04 a large number of initiatives were undertaken to enhance the 
effectiveness of the Government of Canada’s debt management. This document 
reports on these initiatives organized around four key themes: cost and risk; 
maintaining a well-functioning government securities market; encouraging 
participation in the government securities market; and enhancing governance. 


Cost and Risk 


The Government’s objective of maintaining stable, low-cost financing involves 
managing an exposure to a range of financial risks and managing the balance 
between lower cost and lower risk. The Government has implemented a 
comprehensive financial risk management framework related to the debt program 
in line with the increased attention paid to risk management by financial market 
participants in recent years. The key risk for the Government relates to changes in 
interest rates and their effect on domestic borrowing costs (interest rate risk). 

A lesser risk is the Government’s credit exposure to financial institution 
counterparties with which it transacts (credit risk). There are also exposures to 
other types of risk, such as operational risks like the August 2003 blackout. 


On August 14, 2003, the Bank of Canada took steps to ensure that the 
Government’s cash and debt operations would continue to function throughout the 
period of the blackout. The Bank conducted several Government of Canada term 
deposit and debt operations from its backup facility operating on emergency 
generators. All operations were conducted smoothly from the Bank of Canada’s 
backup facility. 


This section provides an overview of the main considerations in balancing interest 
rate risk and cost. See Annex 2 for information on the management of the credit 
risk associated with the management of cash balances and international reserves. 


Debt Structure 


The Government has access to a variety of instruments to fund its debt, with 
maturities ranging from 3 months to over 30 years. As does any other borrower in 
the financial markets, the Government generally faces a trade-off between cost and 
risk when selecting the instruments it issues. Borrowing costs of longer-term 
instruments tend to be higher, but are fixed for long periods. On the other hand, 
borrowing costs of shorter-term instruments tend to be lower on average, but more 
volatile. By choosing the proportion of each instrument it issues, the Government 
can establish a debt structure that strikes an appropriate balance between keeping 
costs stable and low. 


The main operational target used to manage the debt structure is the fixed-rate 
share, which measures the proportion of interest-bearing debt having fixed rates— 
debt that does not mature or need to be repriced within one year—relative to total 
interest-bearing debt. In the February 2003 budget, the Government announced its 
intention to reduce the fixed-rate share target from two-thirds to 60 per cent by 
2007-08 (see Chart 5). 


Chart 5 
Target Fixed-Rate Share of the Debt 
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Source: Department of Finance. 


The decision to lower the fixed-rate share is based on positive economic and fiscal 
developments in Canada in recent years. Financial simulation modelling indicates 
that a 60-per-cent fixed-rate share would result in lower borrowing costs under a 
large number of interest rate scenarios without compromising debt cost stability. 


In 2003-04 the Government began to reduce the fixed-rate share, with the share 
declining from 65.8 per cent to 63.8 per cent over the fiscal year. The change in 
debt structure will continue to be implemented gradually, in an orderly and 
transparent manner, over the next few years. 
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As a consequence of the adjustment in the fixed-rate share, the stock of 
outstanding Treasury bills and cash management bills increased from $104.4 billion 
to $113.4 billion in 2003-04, while the stock of outstanding bonds declined from 
$269.1 billion to $258.2 billion, increasing the share of floating-rate debt in the 
debt structure by 2.0 per cent. See Part III for more details on Treasury bill and 
bond program changes. 


In addition to the fixed-rate share, the Government uses other indicators to track 
the exposure to risk inherent in the debt stock. The average term to maturity 
(ATM) represents the average length of time before debt instruments mature and 
become subject to refinancing risk. The ATM of marketable debt has stabilized at 
around 6% years in recent years, having increased from roughly 4 years in 1990 
(see Chart 6). A longer ATM means that debt instruments are rolled over less 
frequently, which implies less uncertainty regarding future debt costs. 


Chart 6 
Average Term to Maturity of Marketable Debt 
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Source: Bank of Canada. 


Duration, which is often used by other sovereign issuers, is another measure of the 
average length of time before refinancing risk occurs. Duration considers the time 
value of all cash flows (coupon payments and principal repayments) through the 
life of debt instruments. From an issuer’s perspective, a longer duration is 
associated with lower refinancing risk. At the end of March 2004, the 
Government’s marketable debt had a duration of 4.8 years,! up from 4.5 years 

at the end of March 2003. 


Duration is calculated according to the modified duration formula, and includes the effect of 
cross-currency and interest rate swaps. 


Maturity Profile 


A related strategy to reduce the risk of higher borrowing costs is the maintenance 
of a stable maturity profile. A well-distributed maturity profile limits the need to 
refinance a large portion of the debt in any given period when borrowing 
conditions may be unfavourable. 


One instrument used by the Government to help stabilize the maturity profile 
within the upcoming year is the cash management bond buyback (CMBB) 
program, introduced in 2001 on a trial basis. Given its success at reducing peaks in 
bond maturities, the CMBB program was implemented in 2003-04 on an ongoing 
basis. By reducing the need to accumulate high cash balances leading up to large 
bond maturities, the CMBB program also smoothes out seasonal fluctuations in 
Treasury bill issuance (see Part III for activity in 2003-04). 


Also to facilitate the management of risk around peaks in maturities, the size of 
2-year auctions was reduced in 2003-04 when the bond being issued was fungible 
(G.e. having the same maturity date) with another large bond issue. These 
initiatives, in addition to the emphasis on the regularity of its debt operations, have 
helped the Government to maintain a stable maturity profile and manage cash 
balances effectively around large maturity dates. 


Funding the Foreign Reserves 


Foreign currency debt is issued to fund foreign currency assets. In 2003-04 foreign 
currency funding requirements were lower than in previous years due to the 
strength of the euro versus the US dollar (foreign currency assets, of which 

about half are composed of securities denominated in euros, are reported ona 
market value basis in US dollars). Funding requirements were met entirely 
through cross-currency swaps, which are particularly cost-effective compared 

to other funding sources. The Government has in place a collateral management 
framework to control the credit risk to financial institutions with which it 

executes swaps (see Annex 2 and the 2002-03 Debt Management Report at 
www.fin.gc.ca/toce/2003/dmr03_e.html). In addition to cross-currency swaps 

of domestic obligations, the Government has access to a short-term US-dollar 
paper program, medium-term note issuance in various markets, international bond 
issues, and purchases of US dollars in foreign exchange markets. 


The Government holds foreign exchange reserve assets in the Exchange Fund 
Account to provide foreign currency liquidity and to provide the funds needed to 
help promote orderly conditions for the Canadian dollar in the foreign exchange 
markets. Further details on the management of international reserves are available 
in the 2003 Report on the Management of Canada’s Official International 
Reserves at www.fin.gc.ca/toce/2004/oir04_e.html. 
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Maintaining a Well-Functioning Market 


The Government supports the maintenance of a liquid well-functioning market for 
its marketable securities in order to help maintain low funding costs. One way the 
Government achieves this goal is by building large liquid benchmark bonds and 
Treasury bills in various maturity sectors ona regular, predictable basis. The use 
of multiple maturities attracts a wide array of investors, while regular and 
transparent issuance ensures that there is no uncertainty as to the Government’s 
plans. Initiatives outlined in the 2003-04 Debt Management Strategy to promote 
liquidity in the Government of Canada securities market were: 


Benchmark Target Sizes: The targeted new benchmark sizes for nominal 
coupon-bearing bonds were maintained from the previous year, except in the 
10-year sector. After consulting with market participants, the Government 
adjusted the 10-year target benchmark size from $12 billion-$15 billion to 

$10 billion-$14 billion and to a one-year cycle. The new target size and one-year 
cycle ensure that 10-year benchmark bonds will continue to be a key instrument 
for the swap and futures markets. During 2003-04 the June 2013 10-year 
benchmark ended its benchmark building cycle with an amount outstanding 

of $12 billion, within the new target benchmark size range. 


Diversified and Regular Issuance: The Government continued its practice 
of issuing and building large liquid benchmarks in a variety of instruments and 
terms to maturity to target a diverse investor base. These instruments include 
four bond maturity sectors (quarterly 2-, 5- and 10-year auctions and 
semi-annual 30-year auctions); three Treasury bill maturity sectors (3-, 6- and 
12-month maturities with auctions every two weeks); a long-term inflation- 
indexed bond (quarterly issuance); and debt issued as part of the retail debt 
program. Regular issuance helps provide certainty for dealers and investors 

in their preparations for auctions. 


Buybacks: Against the backdrop of debt paydown in recent years, the 
Government has been using a bond buyback program on both a switch and cash 
basis to repurchase off-the-run bonds (i.e. securities that are no longer the 
current market benchmark or the current building benchmark), thereby helping 
to maintain gross bond issuance at desirable levels and maintain benchmark 
bond sizes. Unlike buybacks on a cash basis, where bonds offered are exchanged 
for cash, bonds repurchased on a switch basis are exchanged for the current 
building benchmark on a duration neutral basis. The 2003-04 Debt 
Management Strategy outlined the Government’s buyback target of about 

$13 billion. During the year the Government issued $10.7 billion in new 
benchmark bonds through the repurchase of $10.2 billion in off-the-run bonds. 
Steps were taken to maintain the success of buyback operations, which included 
increasing the range of maturities in some buyback baskets of eligible bonds. 


The scale of switch buyback operations was increased while buybacks on a cash 
basis were decreased, as the scope of the switch buyback program began to 
include more maturity sectors. Switch operations are more attractive for market 
participants as their market risk is lower than for cash buybacks. In 2003-04 

the Government repurchased $5.0 billion in bonds through the switch program 
(in line with the previous year), and $5.2 billion through the cash buyback 
program (a decrease of $1.9 billion.) 
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Participation 


Active participation at auction and buyback operations from a diverse group 
of market participants also helps the Government to achieve its key objective 
of stable, low-cost funding. Over the past few years initiatives to enhance 
transparency and the bidding process have been undertaken to broaden 
participation. Initiatives undertaken in 2003-04 include: 


Timing of Treasury Bill Auctions: Beginning June 17, 2003, Treasury bill 
auctions were moved from 12:30 p.m. to 10:30 a.m., with cash management 
buyback operations following the auctions at 11:15 a.m. The change was made 
to coincide with the time of day when the Treasury bill market is most active in 
order to attract more participants to the auctions. Investors supported 

the change. 


Participation at AM Receiver General Auctions: [n 2002-03 the 
Government introduced a collateralized framework for the AM Receiver General 
auctions of cash balances to reduce the exposure to counterparty credit risk and 
encourage more competitive bidding at cash management auctions. In 2003-04 
the Government increased the list of financial institutions eligible to participate 
at AM auctions by 1 to 21; work is ongoing to further increase the number 

of participants. 


Turnaround Time: In order to reduce market risk for participants and enhance 
the efficiency of its operations, the Government took steps in the fiscal year 

to streamline these operations to further reduce turnaround times. The 
Government announced that, starting on April 1, 2004, the turnaround time for 
auctions and buyback operations would be released on a “best efforts basis” 
G.e. when ready rather than waiting to release results at the maximum times 

of 10 minutes for bills and bonds and 15 minutes for buybacks). 
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Charts 7 and 8 show the dramatic reduction in turnaround times in recent years, 
from 45 minutes at the end of 1998 to 10 minutes for Treasury bill and bond 
auctions and 15 minutes for buyback operations starting in 2002. 


Ohart 7 
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Source: Bank of Canada. 


Chart 8 

Turnaround Times for the Release of the Results 
of Buyback Operations, 1998-2004 
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Baa ia tata Th 0 sc Un gee ee ai sce Mer Nee i act 


Governance of Treasury Activities 


The Government regularly assesses its treasury management policies and 
programs as part of good governance and management of the debt program. These 
reviews are conducted internally at the Department of Finance and Bank of 
Canada or by external specialists. In 2003-04 the Government conducted four 
reviews: an internal evaluation of the Government’s governance framework for 
managing treasury activities; an external evaluation of the effectiveness of the 
governance system over the past five years and design of a modified framework; a 
review of the retail debt program, which has included an external assessment as 
well as internal analysis; and an internal review of the real return bond program. 


Internal Evaluation of the Governance Framework 


In 2003 the Government of Canada reviewed and enhanced the governance 
framework for its debt management activities, with the result codified in the 
Treasury Management Governance Framework document. The report on 
governance, Governance Evaluation: Debt and Reserves Management, is 
available at www.fin.gc.ca/activty/goveval-e.html. The new governance framework 
is designed to enhance the efficiency of debt management policy implementation; 
ensure accountability through appropriate performance measurement and 
reporting; clarify and strengthen the framework for risk management monitoring 
and control; and enhance operational efficiency and effectiveness. 


The framework describes the objectives and operating principles that the 
Government pursues in managing its financial assets and liabilities. These 
objectives appear in this document as well as the Report on the Management of 
Canada’s Official International Reserves and the Canada Investment and 
Savings annual report. In addition, the framework describes the authorities, 
roles and responsibilities, coordination and control systems, and performance 
evaluation systems for managing the Government’s treasury activities. 


The governance framework outlines the organizational committees established to 
govern debt management activities. While the ultimate decision-making authority 
rests with the Minister of Finance, the design of key strategies, policies and 
operations and the coordination of funding, investing and liquidity management 
activities are accomplished through several key committees and working groups. 
A detailed description of the composition of these committees and their roles 
and responsibilities is contained in the Treasury Management Governance 
Framework document. 


External Study of the Governance Framework 


A study was commissioned in 2003-04 to evaluate the Government’s policies, 
practices and procedures for managing its debt and reserves, with three objectives: 
assess how the governance of debt and reserves management has evolved over the 
past five years; develop a framework for the evaluation of debt and reserves 
management governance; and test the effectiveness of this framework by using it 
to evaluate the current governance structure, practices and policies. 
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The study was delivered in February 2004 and is available at 
www.fin.gc.ca/treas/goveev/govevrepvoll-e.html. At the end of 2003-04 the 
Department of Finance was evaluating the study’s recommendations; its response 
can be found at www.fin.gc.ca/treas/goveev/govevres-e.html. 


Review of the Retail Debt Program 


The delivery of the Government’s retail debt program is a collaborative effort 
between Canada Investment and Savings (a special operating agency of the 
Department of Finance), the Financial Sector Policy Branch of the Department 
of Finance and the Bank of Canada. 


As part of the Treasury Evaluation Program, the Department of Finance hired 
Cap Gemini Ernst & Young (CGEY) in September 2003 to assess the retail debt 
program and to provide advice on strategic options for the future. The CGEY 
report was delivered in January 2004. This report, along with the departmental 
response, is available at www.fin.gc.ca/activty/goveval-e.html. At the end 

of 2003-04 the Department was initiating public opinion research to assess the 
attitudes of Canadians towards the program and potential changes to it. The 
Department was also undertaking analysis of expected future costs and benefits 
of the program under a number of different program designs. 


Further information on the retail debt program and a report of 2003-04 activities 
is available at www.csb.gc.ca. 


Review of the Real Return Bond Program 


In light of the evolution in the macroeconomic environment and the change in the 
target debt structure to a lower fixed-rate share, the Government announced in the 
2003-04 Debt Management Strategy that it would assess the real return bond 
(RRB) program. Work was conducted within the Department of Finance and the 
Bank of Canada to evaluate the RRB program relative to its stated objectives and 

to other borrowing programs. The report, Real Return Bond Funding Review, 

is available at www.bankofcanada.ca/en/notices_fmd/rrb2003.htm. 


The review found that the program has generally fulfilled its stated objectives. 
Global issuance of inflation-indexed securities has increased in recent years and 

is expected to continue to grow. In the context of the overall debt program, 
continued RRB issuance levels at around current levels should not be an immediate 
constraint in maintaining issuance levels of nominal bonds and would have little 
effect on the move to a lower fixed-rate share. 


In the 2004—05 Debt Management Strategy, the Government announced that 
RRBs would remain a part of its debt program, with expected issuance equal to 
or marginally higher than the $1.4 billion issued in 2003-04. 


Debt Strategy Plan and Actions Taken 


The following summary chart reports on the 2003-04 debt strategy plan initiatives, 
their purpose and actions taken. All of the strategic objectives for the management 
of the Government’s debt, cash and reserves were achieved over the course of the 
year. In addition, complementary initiatives were identified based on consultations 
with market participants and acted upon. 
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Debt Strategy Plan and Actions Taken 


Plan 
(including initiatives 
identified through 
mid-year consultations) 


Purpose 


Actions Taken 


Cost 
and Risk 


Gradually reduce the 
fixed-rate share of 

debt from a target of 
two-thirds to a target of 
60 per cent over 5 years. 


Implement a gradual 
reduction to the new 
fixed-rate target: 


(a) Increase the size of 
the Treasury bill program 
from about $105 billion in 
2002-03 to approximately 
$120 billion in 2003-04. 


(b) Issue roughly 

$40 billion of bonds in 
2003-04, similar to the 
amount in 2002-03. 


Implement the cash 
management bond 
buyback (CMBB) 
program on a regular 
basis. 


Achieve lower debt 
charges, while continuing 
to prudently mitigate the 
risk to the budget 
framework. 


Smooth cash 
requirements by 
reducing peak cash 
balances needed to 
redeem upcoming 
large maturities. 


Reduce the 2-year 
auction size to a 
minimum of $2.5 billion 
when the benchmark is 
fungible with a large 
outstanding bond. 


Limit the need to 
refinance a large portion 
of debt in any given 
period and maintain a 
stable maturity profile. 


Continue to use cross- 
currency swaps to fund 
the reserves. 


Maintain a low cost 
of funding for 
reserve assets. 


The fixed-rate share was 
reduced from 66 per cent 
to 64 per cent over the 
2003-04 fiscal year. 


The stock of Treasury 
bills outstanding 
increased by about 
$9.0 billion to 

$113.4 billion. 


$39.4 billion of bonds 
were issued. The stock 
of outstanding bonds 
declined by $10.9 billion 
to $258.2 billion due to 
maturities and buyback 
operations. 


The CMBB program and 
the reduction in 
issuance of 2-year 
bonds helped to reduce 
peaks in maturities and 
maintain a stable 
maturity profile. 


Three cross-currency 
swaps were executed in 
2003-04, totalling 

$0.1 billion. 


Debt Strategy Plan and Actions Taken (coni’d) 


Plan 
(including initiatives 
identified through 
mid-year consultations) 


Purpose 


Actions Taken 


Maintaining 
a Well- 
Functioning 
Market 


Maintain current 
benchmark target sizes for 
2-, 5- and 30-year bonds. 


Continue regular issues of 
marketable bonds in four 
maturity sectors, Treasury 
bills in three maturity 
sectors and inflation- 
linked bonds in wholesale 
markets. 


Maintain a liquid market 
for on-the-run issues. 


Provide liquidity across 
investor segments, 
instruments and 
maturities, which 
contributes to managing 
both cost and risk. 


Benchmark bond sizes 
were maintained. 


Issuance schedule and 
maturities of past years 
were maintained in 
Treasury bills, bonds and 
real return bonds. 


Maintain an annual 
benchmark cycle. 


Support liquidity in the 


swap and futures market 


and satisfy international 
demand. 


Target ranges for the new 
10-year benchmark bond 
size were lowered from 
$12 billion-$15 billion to 
$10 billion-$14 billion to 
maintain an annual 
benchmark. 


Continue a similar level 
of bond buybacks as in 
2002-03 of about 

$13 billion. 


Maintain bond auction 


sizes and facilitate market 
adjustment to changes in 


the bond stock. 


Buybacks of 2-, 5-, 10- and 
30-year bonds totalled 
$10.2 billion. 


Modestly increase the 
amount of buybacks on a 
switch basis and slightly 
lower the amount of bonds 
repurchased ona 

cash basis. 


Support effective 


operation of the buyback 


program and total bond 
issuance. 


Bond repurchases through 
the switch program were 
in line with the previous 
year’s amount of 

$5.0 billion, while 
repurchases through the 
cash buyback program 

fell by $1.9 billion to 

$5.2 billion. 
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Debt Strategy Plan and Actions Taken (coni’d) 


Plan 
(including initiatives 
identified through 
mid-year consultations) 


Purpose 


Actions Taken 


Participation 


Continue to borrow ona 
pre-announced basis, 
seek input from market 
participants on major 
adjustments to programs, 
and provide timely 
notices of government 
policy decisions. 


Move Treasury bill 
auctions from 12:30 p.m. 
to 10:30 a.m. on a trial 
basis. Schedule CMBB 
operations after Treasury 
bill auctions. 


Broaden the list of 
participants in 
collateralized Receiver 
General cash 
management operations. 


Maintain transparency 
and efficiency to 


encourage participation. 


Enhance bidding and 
participation. 


Reduce exposure to 
counterparty credit risk 
and encourage more 
competitive bidding at 
cash management 
auctions. 


Consider further 
reductions in turnaround 
times for the publication 
of the results of 
operations. 


The Government’s policy 
of transparency in debt 
management activities 
was maintained with 
market participants. 


Beginning June 17, 20038, 
Treasury bill auctions 
were moved to 10:30 a.m. 
and CMBB operations 
were moved to follow 
Treasury bill auctions at 
biel oars 


The number of 
participants increased 
by | to 21 financial 
institutions. Work is 
ongoing to increase 
further the number of 
participants. 


Reduce market 
participants’ risk. 


Following internal work, 
it was announced in 
2003-04 that as of 

April 1, 2004, turnaround 
time for auctions and 
buybacks would be 
changed to a best efforts 
basis (i.e. when ready). 


Debt Strategy Plan and Actions Taken (cont'd) 


Plan 
(including initiatives 
identified through 
mid-year consultations) 


Purpose 


Actions Taken 


Governance Review the governance 
of Treasury framework for funds 
Activities management. 


Review the retail 
debt program. 


Review the real return 
bond (RRB) program. 


Streamline decision- 
making processes, and 
ensure effectiveness and 
accountability. 


Assess the performance 
of the retail debt program 
and strategic options 
going forward. 


Assess effectiveness and 
fit in the bond program. 


Two reviews were 
undertaken: 


Internal Review: The 
framework was revised 
to clarify roles and 
responsibilities and 
report on performance. 


External Review: A study 
has been made available 
to the public on the 
Department’s Web site 
and recommendations are 
being acted upon. 


An external review was 
completed in January 
2004; the full report, 
including supporting 
documentation, has 
been made available to 
the public on the 
Department’s Web site. 
An internal review of 
recommendations is 
continuing. 


The program was 
reviewed and the report 
is available to the public 
on the Department’s 
Web site. The decision to 
maintain the RRB 
program was announced 
during 2003-04. 
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Part II: Programs and Indicators 


Part III of this report is divided into three main sections: the outcome of operations 
and activity with respect to the domestic debt programs; indicators of cash 
management performance; and measures of reserves funding and investment. 

It also provides information on the Government’s investor base and reports on 
external evaluations of the debt program. 


The indicators are intended to provide information on the key measures used 

by government debt managers. As outcomes in virtually all cases are the product 
of many factors, the measures do not reflect the impact of specific government 
debt management policies. However, they serve as useful guideposts in 

helping to understand the results and context of the Government’s debt 
management initiatives. 


Domestic Debt Programs 


There are a number of measures of outcomes in the area of domestic debt 
management. They can be divided into two groups: those associated with the 
debt issuance process (the primary market) and those dealing with post-issuance 
trade (the secondary market). 


Measures of a well-functioning securities market include the degree to which 
auctions in the primary market are well bid and the level of liquidity and trading 
in the secondary market. In 2003-04 the Government’s Treasury bill and bond 
auctions continued to be well bid. Primary dealers play the major role at auctions 
except in the case of RRB auctions, where customers’ winnings exceed that 

of primary dealers. The secondary market for Government of Canada securities 
continues to experience healthy trading volumes and turnover ratios that compare 
favourably to those of other countries. Primary dealers also play a major role in 
secondary markets, with the top 10 participants accounting for about 90 per cent 
of turnover of Treasury bills and bonds. 


The bond buyback program continues to be effective in helping to maintain a 
liquid issuance program and build new benchmarks within a reasonable 
time frame. 


Primary Market 


Program Activity 
Nominal Bonds 


Gross bond program issuance in 2003-04 was $39.4 billion (see Table 2), 

lower than the $42.8 billion in 2002-03. Gross issuance consisted of $13.0 billion 
in 2-year bonds, $10.7 billion in 5-year bonds, $11.5 billion in 10-year bonds and 
$4.2 billion in 30-year bonds (see Reference Table [X for more information on 
bond auctions). In 2003-04, $31.7 billion of bonds matured. Taking into account 
buybacks and maturities, net new issuance declined by $10.9 billion during 

the year, reducing the stock of outstanding bonds to $258.2 billion as at 

March 31, 2004. 


3 


Regular Bond Buyback Program 


The objectives of the bond buyback program are to enhance liquidity and maintain 
active new issuance in the primary market for Government of Canada securities. 


Under cash buybacks, off-the-run bonds are repurchased with cash to sustain 
larger auction sizes. Buybacks on a switch basis exchange off-the-run bonds with 
new building benchmark securities, thereby adding to the overall liquidity of 

the issues. 


Bond buyback operations totalled $10.2 billion in 2003-04, consisting of $6.2 billion 
in 2- and 5-year bonds, $2.5 billion in 10-year bonds, and $1.5 billion in 30-year 
bonds (see Reference Table XII for more information on buyback operations). 


On average, buybacks on a cash basis helped to increase sizes of new benchmarks 
in 2003-04 by $369 million per auction (see Chart 9). Switch buyback operations 
in 2003-04 exchanged $5.0 billion of off-the-run bonds for $5.5 billion of new 
building benchmarks. 


Chart 9 

Impact of Regular Buyback Program 
on Benchmark Sizes 

As of March 31, 2003 
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Source: Department of Finance. 


Real Return Bonds 


RRB issuance in 2003-04 was in line with the previous year’s issuance of 

$1.4 billion, increasing the level of outstanding RRBs from $19.1 billion (which 
includes the Consumer Price Index [CPI] adjustment) to $20.6 billion as at 
March 31, 2004 (see Table 2). In 2003-04 the Government issued its fourth RRB, 
a December 1, 2036, maturity. (See Reference Table X for more information on 
RRB auctions. ) 
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Table 2 
Change in Composition of Federal Market Debt, 2003-04 
April 1, 2003 March 31, 2004 
Outstanding New Issues Maturing Repurchase Outstanding Change 
($ billions) 
Domestic debt 
Nominal bonds 269.1 39.4 Se 25.8! 258.2 -10.9 
Real return bonds 19.12 14 0.0 - 20.6 to" 
Treasury bills* 104.4 202.4 253.4 - 113.4 9.0 
Retail debt 22.6 2.0 oe - OV Shad 
Total domestic debt 415.2 413.5 Ol fs 
Foreign currency debt° 
Canada bills 2.6 14.0 13.2 - 3.4 0.8 
Foreign bonds® 14.0 0.2 ins) - 12.9 -1.1 
Canada notes hee 0.0 0.0 - ae 0.0 
Euro Medium-Term Notes S.3 0.0 0.3 - 3.0 -0.3 
Total foreign debt Cala 20.5 -0.6 
CPP bonds and notes 3.4 - 0.0 - 3.4 0.0 
Obligations related to 
capital leases Zui 0.2 0.1 2.8 0.1 
Total market debt 442.4 440.2 S22 


Note: As at March 31, 2004, the total amount of interest rate ($1.6 billion) and cross-currency ($24.6 billion) 
swaps outstanding stood at $26.2 billion. Cross-currency swaps convert C$-denominated government 
debt into foreign currency obligations for the purpose of funding the foreign reserves portfolio. 


Numbers may not add due to rounding. 


1 Includes the bond buyback program on a cash and switch basis, and the pilot cash management bond 
buyback program. 


2 Includes a correction to the calculation of CPI adjustment in previous years. 
3 Includes CPI adjustment. 


4 These securities are issued at 3-, 6- and 12-month maturities and are therefore rolled over a number of 
times during the year for refinancing. This results in a larger number of new issues per year than stock 
outstanding at the end of the fiscal year. These amounts include cash management bills. 


5 Liabilities are stated at par value at the March 31, 2004, exchange rate. Increases/decreases shown for 
foreign currency bonds, Canada notes and Euro Medium-Term Notes are due, either partly or fully, to the 
exchange rate appreciation/depreciation of the currency of issue versus the Canadian dollar. 


8 Includes $492.0 million in securities assumed by the Government of Canada on February 5, 2001, on the 
dissolution of Petro-Canada Limited. 


Source: Public Accounts of Canada. 


Treasury Bills and Cash Management Bills (CMBs) 


The stock of outstanding Treasury bills and CMBs increased by $9.0 billion during 
2003-04 to $113.4 billion at March 31, 2004 (see Table 2), consistent with the 
orderly move to a lower fixed-rate share of debt. For the entire fiscal year 

$262.4 billion in Treasury bills and CMBs were auctioned, an increase of 

$25.7 billion from the previous year (see Table 3). There were $4.0 billion of 
CMBs outstanding at the beginning of fiscal 2003-04 and $4.7 billion outstanding 
at the end of the year. Throughout the year the Government issued $28.5 billion 
of CMBs of various short-term maturities. 


Table 3 
Treasury Bill and CMB Program 


1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 


($ millions) 
CMBs ot OU 19,700 9,000 F000 23,/50 28,500 
8-month Treasury bills 90,800 100,700 88,100 103,300 117,400 129,700 
6-month Treasury bills 42,600 46,600 38,600 43,100 47,800 51,900 
12-month Treasury bills 39,500 46,600 38,600 43,100 47, 800 51,900 
172,900 193,900 165,300 189,500 213,000 233,450 
Total 198,650 213,600 174,300 197,000 236,/50 262,416 


Note: Sub-categorization of Government of Canada debt is in accordance with Bank of Canada reports, 
which may vary slightly from Public Accounts categories due to differences in classification methods. 
The total outstanding market debt may not equal the sum of the parts due to slight differences between 
the Bank of Canada’s and Department of Finance’s numbers. - 


Sources: Bank of Canada and Public Accounts of Canada. 


Retail Debt 


The level of outstanding debt held by domestic retail investors—Canada Savings 
Bonds and Canada Premium Bonds—decreased from $22.6 billion to $21.3 billion 
in 2003-04. Gross sales and redemptions were $2.0 billion and $3.2 billion, 
respectively, for a net reduction of $1.3 billion in the stock of retail debt. 


Bill and Bond Auction Results Indicators 


The two conventional measures of auction performance are the auction coverage 
and tail. These two measures, combined with the yield of the securities issued, 
describe the quality of an auction in terms of its competitiveness and its impact 
on the cost of borrowing. 


The auction coverage is defined as the total size of bids received divided by the 
auction size. A cover statistic of one is essential and a higher statistic is generally 
better, as it indicates active bidding and therefore lower costs for the Government. 
The auction tail is the number of basis points between the highest yield accepted 
and the average yield. In this case, smaller is better as it indicates strong bidding 
and therefore lower costs. 
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The terms of participation in government auctions require larger dealers 

(primary dealers) to bid 50 per cent of their calculated bidding limit at reasonable 
prices. Maximum coverage ratios from primary dealers (which represent about 

85 per cent of winning bids) could reach a maximum of about 2.6 for bond 
auctions and 2.4 for Treasury bill and CMB auctions, while minimum coverage, 
assuming that all primary dealers bid at their minimum bidding limit, would total 
about 1.4 for bond auctions and 1.2 for Treasury bill and CMB auctions. 


In 2003-04 coverage remained generally stable for CMB, Treasury bill and bond 
auctions and declined slightly for RRB auctions compared to the previous fiscal 
year. Overall, coverage has remained stable over the last four years (see Table 4). 


In 2003-04 tails were generally narrower for Treasury bill and bond auctions than 
in the previous year. Overall, tails were narrower in 2003-04 than the 4-year 
average for all auctions, indicating relatively more competitive bidding at auctions 
(see Table 4). 


Table 4 
Performance at Auctions 
Coverage Tail 
2000- 2001- 2002—- 2003- £4-yr 2000- 2001- 2002— 2003- 4-yr 
01 02 03 04 avg. 01 02 03 04 avg. 
Treasury bills 
3-month on ZA® 2p 22 Qj alail 1. 0.6 OS 0.8 
6-month 23 2° Ox: O25) ee. 0.9 0.8 Om ORS OF 
12-month 22 PAO Pall 2 al ©) 0.9 OR; ONL 0.8 
CMBs 220) 1.9 ZO 2.0 AO 2S Ve 4 ee WS 
Nominal bonds 
2-year 2.5 DS} ee 26 2.4 0.6 0.7 0.7 0.5 0.6 
5-year 2.6 2a D5 2.6 25 OS Or OKn 0.5 0.6 
10-year Di 25 Bes 25 Did; Gil 0.9 0.8 0.5 0.8 
30-year gah 25) DIS AS. Das 2.8! leat 0.7 0.4 les 
Real return 
bonds? B41 2.8 32 2.9 S n.a. nae n.a. na. ree, 
Weighted 


average? ee) a One 2 oe 1.0 eo 0.7 0.5 0.8 


' The peak in the average tail for 30-year auctions in 2000-01 is due to one of the two 30-year auctions 
(April 19, 2000 auction) that had an unusually large tail of 4.4 basis points, which increased the annual 
average to 2.75 basis points. 


* Auction tails for RRBs are not relevant since RRBs are distributed through single-price auctions. 
° Weighted average excludes CMBs. 
Source: Bank of Canada. 
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Participation at Auctions 


This section provides information on participation of government securities 
distributors (primary dealers and other government securities dealers) and 
customers (institutional investors) in the primary market for Government of 
Canada securities. Primary market activity shares are calculated using participants’ 
allotments at auctions during the fiscal year. 


Nominal Bonds 


In 2003-04 primary dealers (PDs) were allotted 93.4 per cent of nominal bond 
auctions while customers were allotted 4.7 per cent (see Table 5). The 10 most 
active participants bought 90.9 per cent of the bonds on average. These 
percentages show a slight increase in concentration of primary dealer allotments 
from previous years, continuing a trend of increasing auction shares by the 
larger participants. 


Table 5 
Bond Auctions Share of Amount Allotted to Participants 
(Excluding Real Return Bonds) 


Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

PDs 91.5 83.7 91.8 93.4 

Non-PDs Tt 6.4 2S 1.8 

Customers OO 9.8 5.6 Aaa 

Top 10 participants 86.1 84.0 88.7 90.9 


Source: Bank of Canada. 


Bond Buybacks 


Primary dealers are the most active participants in bond buyback operations. 
Customers’ share of allotments at buybacks is shown as zero, but this likely 
underestimates the level of participation of customers, as they may participate in 
buyback operations through dealers without identifying themselves (see Table 6). 


Table 6 
Bond Buyback Operations Share of Amount Allotted to Participants 
(Excludes Cash Management Bond Buybacks) 


Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

PDs 94.1 86.2 96.4 97.9 

Non-PDs 2.4 0.0 Ty Zul 

Customers’ eH) 13:8 1.9 0.0 

Top 10 participants 97.1 98.4 94.5 97.4 


1 Results may underestimate customer participation. Contrary to Treasury bill and bond auctions, 
customers do not have to inform the Bank of Canada about their participation at buyback operations. 


Source: Bank of Canada. 
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Real Return Bonds 


Unlike nominal bond auctions, RRB auctions have more active customer 
participation. Allotments to customers increased from 51.2 per cent in 2002-03 to 
63.1 per cent in 2003-04. This is largely due to the continuing lack of product 
availability in the secondary market, as many RRB investors are buy-and-hold 
investors. The 10 most active participants in RRB auctions were allotted 69.0 per 
cent of the auction, which is in line with historical averages (see Table 7). 


Table 7 

RRB Auctions Share of Amount Allotted to Participants 

Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

PDs 45.5 39.0 47.9 36.1 

Non-PDs eat 3.9 0.9 0.8 

Customers 51.8 Ofte Sie 63.1 

Top 10 participants 68.4 OnkZ 63.9 69.0 


Source: Bank of Canada. 


Treasury Bills 


For 2003-04 primary dealers accounted for 84.2 per cent of amounts allotted at 
Treasury bill auctions while customers accounted for 14.5 per cent. Customers 
have steadily seen their share increase over the last four years, while the share 
held by primary dealers has decreased slightly. In 2003-04 the 10 most active 
participants accounted for 93.7 per cent of amounts allotted at Treasury bill 
auctions (see Table 8). 


Table 8 

Treasury Bills Auctions Share of Amount Allotted to Participants 

Participant Type 2000-01 2001-02 2002-03 2003-04 

(%) 

PDs 87.6 86.0 84.1 84.2 
Non-PDs 185 1.6 Oe Ve 
Customers 10.9 Te 13.6 14.5 
Top 10 participants 92.5 93.0 91.5 93.7 


Source: Bank of Canada. 


Cash Management Bills 


Primary dealers are the most frequent participants at CMB auctions. In 2003-04 
primary dealers were awarded 97.8 per cent of the allotted amounts, and the 

10 most active participants accounted for 99.2 per cent. The average allotment 
share of customers fell to 0.8 per cent from 4.5 per cent in the previous fiscal year 
(see Table 9). 


Table 9 

CMBs Auctions Share of Amount Allotted to Participants 

Participant Type 2000-01 2001-02 2002-03 2003-04 

(%) 

PDs 92.9 95.6 93.0 97.8 
Non-PDs 4.5 2:8 2.5 1.4 
Customers 2.6 a 4.5 0.8 
Top 10 participants 95.6 97.9 95.5 99.2 


Source: Bank of Canada. 


Secondary Market 


The two conventional measures of liquidity and efficiency in the Government 
of Canada securities market are trading volume and turnover ratio. These two 
measures are presented for bonds (Chart 10 and, for international comparison, 
Chart 11), Treasury bills (Chart 12), bond repos (Chart 13) and Treasury bill 
repos (Chart 14). 


Trading volume, which shows the amount of securities traded per period, is a 
conventional indicator of liquidity. Large trading volume allows participants 
to buy or sell in the marketplace without a substantial change in the price 

of the securities. 


Turnover ratio, which is the ratio of securities traded relative to the securities 
outstanding, is a measure of market efficiency. High turnover implies that a large 
amount of securities changes hands over a given period of time, a hallmark of an 
efficient securities market. 


A number of factors affect trading volume and turnover ratio, such as the extent to 
which new information changes views in the marketplace and changes in the stock 
of outstanding securities. Trends in these two measures can be indicators of 
changes in market liquidity and efficiency. 


The presence of liquid repo markets and liquid futures contracts also complements 
an efficient Government of Canada securities market. A liquid repo market exists 
in the Government of Canada securities market for Treasury bills and nominal 
bonds. There is also an active futures contract based on the benchmark 10-year 
Government of Canada bond. (On May 3, 2004, the Montreal Exchange launched a 
new futures contract on the benchmark 2-year Government of Canada bond.) 


tetankate 
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Trading Volume and Turnover Ratios 


The volume of transactions in the Government of Canada bond market has grown 
significantly since 1990. Total marketable bond trading volume was $4,561 billion in 
2003-04, an 18.1-per-cent increase from 9002-03. The average quarterly turnover 
ratio was 3.8 times the outstanding stock of bonds in 2003-04, compared to olin 


2002-03 (see Chart 10). 


Chart 10 
Government of Canada Bonds 
Trading Volume and Turnover Ratio 
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Note: Trading volume is total trading volume in each quarter. Turnover ratio is total trading volume in each 
quarter/stock. 


Source: Bank of Canada. 


The Government of Canada bond market compares favourably with other major 
sovereign bond markets. The market had an annual stock turnover in 2003 of 
15.6, behind only the United States, which had a stock turnover level of 41.8 
(see Chart 11). 


Chart 11 
Sovereign Bond Turnover Ratios 
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Note: Turnover ratio is total trading volume in each quarter/stock. Comparisons with the UK do not 
take into account higher issuance levels of inflation-linked bonds compared to other sovereigns. 


Sources: Australian Financial Markets Report, Bank of Canada, Federal Reserve Bank of New York, 
Japan Ministry of Finance, The Bureau of the Public Debt of the U.S., London Stock Exchange, 
United Kingdom Debt Management Office, Reserve Bank of New Zealand. 


The volume of transactions in the Treasury bill market improved from the previous 
fiscal year but remains below the highs in the mid-1990s, when the level of the 
Treasury bill stock was at its peak. In 2003-04 total Treasury bill turnover was 
$1,290 billion (see Chart 12). 


Chart 12 
Government of Canada Treasury Bills 
Trading Volume and Turnover Ratio 
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Source: Bank of Canada. 


Both Government of Canada bond repos and Treasury bill repos remained active in 
2003-04. The total turnover for Government of Canada bond repos in 2003-04 was 
$17,745 billion, down from $18,164 billion in 2002-03. The average quarterly 
turnover ratio for bond repos in 2003-04 was 15.0 times compared to 14.8 times in 
2002-03 (see Chart 13). The Treasury bill repo market volume in 2003-04 was 
$2,710 billion and the average quarterly turnover ratio was 6.0 (see Chart 14). 
Turnover and trading volume were in line with the stock of Treasury bill decreases 
in the late 1990s. 


Chart 13 
Government of Canada Bond Repos 
Trading Volume and Turnover Ratio 
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Source: Bank of Canada. 


Chart 14 
Government of Canada Treasury Bill Repos 
Trading Volume and Turnover Ratio 
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Note: Trading volume is total trading volume in each quarter. Turnover ratio is total trading volume in each 
quarter/stock. 


Source: Bank of Canada. 


The trading volume of futures contracts in 2003-04 maintained the levels of previous 
years. The futures contract based on the 10-year Government of Canada bond 
(the Canadian Government Bond contract or CGB contract) continues to be 


actively traded, as trading volume reached 2.4 million in 2003, a 32.9-per-cent 
increase from 2002. 


Trading by Market Participants 
Bonds 


Primary dealers’ share of bond trading decreased from 2002-03 while non-primary 
dealers’ share increased, but the levels have remained fairly stable over the last 
four years. The 10 most active participants in the bond secondary market represent 
95.1 per cent of trading activities (see Table 10). 


Table 10 

Bonds Trading: Market Share of Participants 

Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

PDs 93.5 94.0 93.3 92.6 

Non-PDs ene) 6.0 omg 7.4 

Top 10 participants 91.6 96.0 95.9 95.1 


Source: Bank of Canada. 


Treasury Bills 


Primary dealers have become the main traders in the Treasury bill secondary market 
and represent 98.4 per cent of total trading volume. The 10 most active participants 
in the Treasury bill secondary market represent 99.2 per cent of trading activities 
(see Table 11). 


Table 11 

Treasury Bill Trading: Market Share of Participants 

Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

PDs 98.3 98.3 98.4 98.4 

Non-PDs ‘tet sa 1.6 (Rs: 

Top 10 participants 98.3 99.4 99.5 99.2 


Source: Bank of Canada. 


Cash Management 


Receiver General (RG) cash balances, the Government’s Canadian-dollar balances, 
fluctuate widely over the year with variations in the Government’s financial 
operations, periodic large maturities of Government of Canada bonds, the operations 
of the Bank of Canada and changes in market conditions. The primary objective is to 
hold the lowest level of cash balances, consistent with ensuring funds are available 
to meet daily requirements with an appropriate margin for uncertainty. 
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Treasury managers use a number of indicators with respect to cash management 
activities, including the average level of cash balances, coverage and tail at RG 
auctions, the performance of participants at RG auctions, effectiveness of the cash 
management bond buyback program, and the cost of carry. 


Average Daily Cash Balances 


Average daily cash balances increased in 2003-04 to $7.9 billion (see Table 12) as 
a result of larger bond maturities relative to the previous fiscal year. 


Table 12 
Average Daily RG Cash Balances Held at Financial Institutions 


1999-00 2000-01 2001-02 2002-03 2003-04 


($ millions) 
Average daily cash balances 9,021 10,188 TESA 6,139 7,854 


Source: Bank of Canada. 


Coverage and Tails 


In 2003-04 RG coverage improved from the previous fiscal year for both AM 
and PM auctions, and was above the rolling four-year average (see Table 13). 
The results are a continuation of the trend from the previous year, when the 
new RG collateralization framework was introduced to encourage more 
participation in AM auctions. 


In 2003-04 AM auction tails widened by more than half a basis point from the 
previous year but were roughly in line with the four-year average. PM auction 
tails remained stable, below the average of the last four years. 


Table 13 
Performance at Receiver General Auctions 


2000-01 2001-02 2002-03 2003-04 4-yr. avg. 


AM auctions 
Coverage 203 eive 3.29 3.38 2.83 
Tail aleg ts: 2.29 0.91 1.68 124 
PM auctions 
Coverage qari CARTE Hol 2.53 eral 
Tail 4.81 258 3.04 3.09 S.04 


Source: Bank of Canada. 
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Participation 


In the first full year under a collateralized framework, the participant base at RG 
auctions widened, with non-LVTS (Large Value Transfer System) institutions, which 
were not eligible participants under the previous framework, becoming more active. 
The top 10 LVTS participants won 76 per cent of RG auctions on average in 2003-04, 
while other participants gained 24 per cent of the amount allotted (see Table 14). 


Table 14 
Receiver General Auctions Share of Amount Allotted Between LVTS 
and Other Participants 


Participant Type 2000-01 2001-02 2002-03 2003-04 
(%) 

fop 710 EVES 97.4 98.5 O40 76.0 

Top 10 others 0.0 0.0 [ey 23.8 


Source: Bank of Canada. 


Cash Management Bond Buyback Program 


The cash management bond buyback (CMBB) program helps manage the 
Government’s cash requirements by reducing the high levels of government cash 
balances needed. The program also helps to smooth variations in Treasury bill 
auction sizes over the year. 


In 2003-04 the total amount of bonds repurchased through the CMBB program 

was $15.7 billion, compared to $12.9 billion in 2002-03. The CMBB program lowered 
the December 2003 maturity by 48 per cent to $6.7 billion. The program also 
repurchased $5.4 billion in bonds from the June 2004 bond, reducing the maturing 
amount to $10.0 billion. Overall, large maturities in 2003-04 were lowered by 

46 per cent, dropping the Government’s cost of holding high levels of cash balances 
for key coupon and maturity payment dates (see Chart 15). 


Chart 15 

Impact of CMBB Operations on the 
Government’s Large Payments 

As of March 31, 2004 
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Source: Department of Finance. 
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Cost of Carry 


The key measure for the management of cash balances is the net return on cash 
balances: the difference between the return on government balances auctioned to 
financial institutions (typically around the overnight rate) and the average yield 
paid on Treasury bills. A normal upward sloping yield curve results in a cost of 
carry, as financial institutions pay rates of interest for government deposits based 
on an overnight rate that is lower than the rate paid by the Government to borrow 
funds. Conversely, under an inverted yield curve, short-term deposit rates are 
higher than the average of 3- to 12-month Treasury bill rates, which can result in 
a net gain for the Government. 


In 2003-04 the financial impact of holding RG cash balances was a net cost of 
$0.4 million, compared to a net cost of $12.4 million for the prior fiscal year 
(see Chart 16). The cost of carry was offset by gains during the year made due 
to shifts in the short end of the yield curve from a normal upward sloping shape 
to an inverted shape. 


Chart 16 
Cost (-) or Gain (+) of Carry for Cash Balances 
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Source: Bank of Canada. 
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Foreign Currency Debt Programs 


Canada Bills 


In 2003-04 the level of outstanding Canada bills increased from $2.6 billion 
(US$1.8 billion) to $3.4 billion (US$2.6 billion)—see Table 2. In 2003-04 Canada 
bills were issued, on average, at an all-in cost of US$LIBOR less 15-25 basis points. 


Foreign Currency Bonds 


There was no new foreign bond issuance and there were no maturities in 2003-04. 
The total outstanding was $12.9 billion (US$9.8 billion). 


Canada Notes 


There was no new Canada note issuance and there were no maturities in 2003-04. 
The total outstanding was $1.2 billion (US$1.0 billion). 


Euro Medium-Term Notes 


In 2003-04 no new Euro Medium-Term Notes were issued, while a total of 
$0.09 billion (US$0.07 billion) matured. The total outstanding decreased from 
$3.3 billion (US$2.2 billion) to $3.0 billion (US$2.4 billion). 


Cross-Currency Swaps 


In 2003-04 the Government of Canada raised $0.14 billion (US$0.1 billion) to 

fund the foreign exchange reserves by entering into three cross-currency swaps. 

A limited number of cross-currency swaps were issued compared to previous fiscal 
years due to the Government’s small funding requirements in 2003-04. A total of 
$3.3 billion (US$2.5 billion) of swaps matured in 2003-04. At the end of the 
2003-04 fiscal year, the outstanding amount of cross-currency swaps totalled 
$24.6 billion (US$18.8 billion) (see Reference Table XI for transaction details). 
Taking into account the effect of cross-currency swaps, foreign currency 
obligations were 10.0 per cent of market debt. 


Funding and Investment of Reserves 


The main measures in the area of the funding and investment of reserves are the 
costs of the liabilities and the cost of carry on the asset/liability portfolio. 


Liability Costs: In 2003-04 the sources of reserve funding were Canada bills 
and cross-currency swaps. Canada bills were issued, on average, at an all-in cost 
of US$LIBOR less 15-25 basis points—generally in line with funding levels 

of recent years. 


In the case of cross-currency swaps, the Government raised reserve assets at 
US$LIBOR less 34 basis points on average in 2003-04, in line with recent years. 
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Carry: One objective in managing the Exchange Fund Account (EFA) is to 
minimize the cost of carrying reserves. The EFA must be invested in liquid, 
high-quality, fixed-income securities, which provide a relatively low rate of return. 
In recent years policy changes have been made to broaden the eligible asset mix, 
within prudent limits, and to invest more in euro-denominated assets. These 
measures have helped to increase portfolio returns. Further means used to 
minimize the carry of the EFA have been the use of cross-currency swaps, 

which are highly cost-effective compared to other sources of funds, and the 
securities-lending program. 


The carry on the foreign reserves is currently assessed by subtracting the interest 
paid on Canada’s foreign currency liabilities from interest earned on the reserve 
assets (i.e. the net interest earned or paid) and expressing this value as a 
percentage of total assets held. When net realized gains (due to gains on 
US-dollar and euro asset sales) are taken into consideration, the overall carry 

of the total EFA portfolio in 2003-04 is estimated at +50.3 basis points compared 
to +64.5 basis points in 2002—03.? (The 2003 Report on the Management 

of Canada’s Official International Reserves, available at 
www.fin.gc.ca/toce/2004/oir04_e.html, provides further information 

on the performance of the EFA.) 


Holdings of Government of Canada Debt 


A diversified investor base helps to keep funding costs low by ensuring there is 
active demand for Government of Canada securities. The Government pursues 
diversification of its investor base by maintaining a domestic wholesale debt 
program that is attractive to a wide range of investors, offering a retail debt 
program that provides savings products to suit the needs of individual Canadians, 
and using a broad array of funding sources in its foreign borrowings. 


In 2008 life insurance companies and pension funds accounted for the largest 
share of holdings of Government of Canada market debt (21.9 per cent). This is 
followed by public and other financial institutions such as investment dealers and 
mutual funds (19.6 per cent) and foreign investors (15.9 per cent)—see Chart 17. 
Taken together, they accounted for close to 60 per cent of total holdings. 


Reference Table IV shows the evolution of the distribution of domestic holdings of 
Government of Canada debt since 1976, and illustrates that the holdings have 
become more diversified over that period. 


* These numbers are significantly higher than the numbers reported in previous years due to a change 
in the methodology to include realized gains/losses on the sale of assets. 


Chart 17 


Distribution of Holdings of 
Government of Canada Market Debt 
As of March 31, 2004 
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Source: Statistics Canada, National Balance Sheet Accounts. 


External Evaluations of Debt Management Policies 
and Activities 


The Department of Finance has an ongoing treasury evaluation process to assess 
debt management effectiveness. The Department uses external evaluations to 
assess policies and operational decisions in the area of debt management in order 
to inform future decision making and contribute to public transparency and good 
governance. Independent evaluators are contracted to carry out the evaluations. 


As noted earlier in Part II in the section entitled “Governance of Treasury 
Activities,” two evaluations were undertaken in 2002-03, focusing on the retail 
debt program and on the governance of debt and reserves management. Table 15 
lists all of the external studies undertaken of the debt management program. 
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Table 15 

Treasury Evaluation Reports, 1992-2004 

Area Year 
Debt Management Objectives 1992 
Debt Structure—Fixed/Floating Mix 1992 
Internal Review Process 1992 
External Review Process 1992 
Benchmarks and Performance Measures 1994 
Foreign Currency Borrowing—Canada Bills Program 1994 
Developing Well-Functioning Bond and Bill Markets 1994 
Liability Portfolio Performance Measurement 1994 
Retail Debt Program 1994 
Guidelines for Dealing With Auction Difficulties 1995 
Foreign Currency Borrowing—Standby Line of Credit and FRN 1995 
Treasury Bill Program Design 1995 
Real Return Bond Program 1998 
Foreign Currency Borrowing Programs 1998 
Initiatives to Support a Well-Functioning Wholesale Market 2001 
Debt Structure Target/Modelling 2001 
Reserves Management Framework 2002 
Bond Buybacks 2003 
Funds Management Governance Framework 2004 
Retail Debt Program 2004 


Note: The last two reports are available online at www.fin.gc.ca. 
Source: Department of Finance. 


Annex 1—Composition of the Federal Debt 


Gross Debt 


Gross debt is made up of market debt and non-market debt. At the end of March 
2004 gross debt totalled $701.1 billion, up $1.0 billion from the previous year and 
down $14.7 billion from its peak of $715.8 billion in 1999-2000. 


Market Debt 


Market debt is the portion of gross debt that is funded in the capital markets and 
managed by the Government. Market debt consists of marketable bonds, Treasury 
bills, foreign currency denominated bonds and bills, retail debt, bonds held by the 
Canada Pension Plan (CPP) and obligations related to capital leases. Foreign 
currency debt is issued on an opportunistic basis. At March 31, 2004, market 

debt outstanding was $440.2 billion, down $2.2 billion from the previous year 

(see Chart Al). 


Chart A1 
Evolution of Gross Debt and Market Debt 
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Source: Public Accounts of Canada. 


Non-Market Debt 


Non-market debt includes liabilities held by the Government, outside the capital 
markets. This includes money owed to public sector pensions, the CPP, and 
employees and veterans for future benefits, as well as other liabilities, accounts 
payable and accrued liabilities and allowances. In 2003-04 non-market debt 
amounted to $260.9 billion, up $3.2 billion from 2002-03. 
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Net Debt 


Net debt is gross debt minus financial assets. Financial assets include cash, foreign 
exchange accounts and loans. Net debt declined by $8.5 billion, from $564.8 billion 
in 2002-03 to $556.3 billion in 2003-04. The Government’s financial assets 
increased by $9.5 billion to $144.8 billion, as the decrease in foreign exchange 
reserves was more than offset by increases in the Government’s cash balances, 

tax receivable, loans, investments and advances. 


Federal Debt 


Federal debt, or the accumulated deficit, is net debt minus non-financial assets. 
Non-financial assets include tangible capital assets, inventories and prepaid 
expenses. Federal debt declined by $9.1 billion, from $510.6 billion in 2002-03 to 
$501.5 billion in 2003-04. The Government’s non-financial assets increased by only 
$0.6 billion to $54.8 billion, as the increase in tangible capital assets was offset 
somewhat by a decrease in prepaid expenses. 
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Annex 2—Managing the Risks 
of Holding Cash and Reserves 


In recent years the Government has put in place frameworks to manage financial 
risk, particularly its exposure to the financial institution counterparties with which 
it transacts in the management of its Receiver General cash balances and foreign 
exchange reserves. 


The Government’s risk management policies, supported by a financial risk office 
at the Bank of Canada, call for prudent management of treasury risks based on 
best practices. Risk tolerances are low, calling for market risk to be immunized 
to the greatest extent possible and the maintenance of high credit quality and 
portfolio diversification standards. 


Foreign currency reserve assets and the liabilities financing these assets have been 
managed together on a portfolio basis since 1998, based on principles used by 
private sector financial institutions. The Government uses an asset-liability 
matching framework, whereby assets and liabilities financing these assets are 
matched (as closely as possible) in currency and duration, so that the Government 
is not exposed to currency and interest rate risks. The risk of material loss arising 
from interest and/or currency risk is very low. 


In the late 1990s the Government also developed a rigorous, comprehensive credit 
risk system that is consistent with best practices and includes credit exposure 
limits pertaining to issuers and counterparties across all lines of business. The 
management of Canadian-dollar cash balances and the investment of reserve 
assets are governed by detailed investment and credit guidelines approved by the 
Minister of Finance. The guidelines limit the Government’s credit exposure to 
commercial financial institution counterparties and to the issuer of securities held 
by the Government in the foreign currency reserve portfolio. 


More recently the Government has further strengthened its risk management 
framework by implementing collateral management frameworks. Collateral 
management systems are increasingly the norm in capital markets as a way of 
managing credit risk. Under these frameworks, high-quality collateral (e.g. cash, 
securities) is posted to the Government when credit risk to financial institution 
counterparties exceeds specified limits. 


Collateral Framework for Investment 
of Canadian-Dollar Cash Balances 


A collateralized framework for AM auctions was implemented in September 2002. 
The new framework strengthens the management of the credit risks involved in 
the investment of cash balances through the use of credit ratings, credit lines and 
collateral agreements, and increases competition in the auction of cash balances 
by opening the AM auctions to a wider range of participants. The number of 
eligible participants has increased from 13 to 21 institutions. The PM auction 
remains unchanged. Please see the Bank of Canada Web page at 
www.bankofcanada.ca/en/auction/rec_general.pdf for further information. 
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Collateral Framework for Swaps 
and Foreign Currency Cash Balances 


Cross-currency swaps of domestic obligations have been used since March 1995 to 
fund the foreign exchange reserves. Swaps are highly cost-effective compared to 
other sources of foreign currency funding. The Government’s swap portfolio has 
increased significantly and as of March 31, 2004, it stood at $24.6 billion. 


To mitigate the counterparty credit risk associated with swaps, the Government 
implemented a collateral management framework in April 2002. High-quality 
collateral is posted to the Government if individual credit exposures, arising from 
changes in the mark-to-market values of swap contracts, exceed pre-set limits. 
As of March 31, 2004, the swap collateral framework included 12 financial 
institution counterparties. 


In addition to the swap collateral framework, in the latter part of 2002-03, 

the Government developed a US-dollar repo program to reduce the use of 
uncollateralized short-term US-dollar deposits with commercial banks. Under the 
repo framework, collateral is posted to the Government to protect US-dollar cash 
invested with financial institution counterparties. As of March 31, 2004, the 
Government had signed seven counterparties to its US-dollar repo framework. 


Amendment of Investment and Risk Guidelines 


With the implementation of a collateral management framework for the 
Government’s cross-currency swap program, in 2002 the Government modified its 
credit guidelines to accept A-rated financial institutions as eligible counterparties 
for foreign currency deposits and swaps. This change helped the Government 
further diversify its investments across financial institution counterparties without 
increasing risk significantly. Credit exposure to A-rated financial institutions is 
maintained within prudent standards, consistent with best practices of comparable 
sovereigns and major market participants. 


The investment guidelines governing the management of the reserves asset 
portfolio were also modified in 2002 to allow a limited amount of securities of 
A-rated sovereigns to be held within prudent limits (previously the Government 
could only invest in AA- and AAA-rated sovereigns), mirroring the change to 
allow limited exposure to A-rated financial counterparties involved in reserves 
management. This change is in line with the investment practices of a number of 
Organisation for Economic Co-operation and Development sovereigns and allows 
the Government to further diversify its reserves investment portfolio. 


Maintenance of Supplementary Liquidity 


In August 2002 the Government successfully renegotiated its existing US$6-billion 
standby credit facility with international banks. The standby facility provides 
supplementary liquidity to meet the Government’s needs in the event that market 
disruption makes borrowing through securities markets impossible. Under the 
renewal of the facility, the composition of the banks in the facility was changed, 
and the maturity date was extended from 2003 to 2007. No other changes were 
made to the terms of the facility. 
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Annex 3—Glossary 


basis point: One-hundredth of a percentage point (0.01 per cent). 


benchmark bond: Specific issue outstanding within each class of maturities. It is 
considered by the market to be the standard against which all other bonds issued 
in that class are evaluated. 


bid: Price a buyer is willing to pay. 


bid-offer spread: The difference between bid and offer prices. It is typically 
measured in basis points. 


budgetary surplus: Occurs when government annual revenues exceed annual 
budgetary expenses. A deficit is the shortfall between government annual 
revenues and annual budgetary expenses. 


cash management: Control by the Bank of Canada of settlement balances 
through increases or decreases in the amount of cash balances supplied to 
LVTS participants in relation to the amount demanded in order to reinforce the 
Bank’s target interest rate. 


compound interest bond (C-bond): A Canada Savings Bond or Canada 
Premium Bond on which interest accrues and is compounded annually to maturity 
or until redeemed. 


Exchange Fund Account: A fund maintained by the Government of Canada for 
the purpose of promoting order and stability of the Canadian dollar in the foreign 
exchange market. This function is fulfilled by purchasing foreign exchange (selling 
Canadian dollars) when there is upward pressure on the value of the Canadian 
dollar and selling foreign exchange (buying Canadian dollars) when there is 
downward pressure on the currency. 


financial source/requirement: Measures the difference between the cash 
coming in to the Government and the cash going out. In the case of a financial 
requirement, it is the amount of new borrowing required from outside lenders to 
meet the Government’s financing needs in any given year. 


foreign exchange reserves: Stocks of foreign exchange assets 

(e.g. interest-earning bonds) held by sovereign states to support the value of 
the domestic currency. Canada’s foreign exchange reserves are held in the 
Exchange Fund Account. 


Government of Canada securities auction: A process used for selling 
Government of Canada debt securities (mostly marketable bonds and 
Treasury bills) in which issues are sold by public tender to government 
securities distributors. 


government securities distributors (GSDs): Members of a group of 
investment dealers and banks through which the Government distributes 
Government of Canada Treasury bills and marketable bonds. 
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inflation: A persistent rise over time in the average price of goods and Services. 


interest-bearing debt: Consists of unmatured debt, or market debt, and the 
Government’s liabilities to internally held accounts such as federal employees’ 
pension plans. 


Large Value Transfer System (LVTS): An electronic system for the transfer of 
large-value or time-critical payments. 


marketable bond: A Canadian government debt security that is non-cashable 
prior to maturity, but whose ownership may be transferred from one holder to 
another on the open market. 


marketable debt: Market debt that is issued by the Government of Canada and 
sold via public tender or syndication. These issues can be traded between 
investors while outstanding. 


monetary policy: A policy that seeks to improve the performance of the economy 
by regulating money supply and credit. 


money market: The market in which short-term capital is raised, invested and 
traded using financial instruments such as Treasury bills, bankers’ acceptances, 
commercial paper, and bonds maturing in one year or less. 


offer: Price at which a seller is willing to sell. 


overnight rate; overnight financing rate; overnight money market rate; 
overnight lending rate: The rate at which major participants in the money 
market borrow and lend one-day funds to each other. 


primary dealers (PDs): Members of the core group of government securities 
distributors that maintain a certain threshold of activity in the market for 
Government of Canada securities. The primary dealer classification can be 
attained in either Treasury bills or marketable bonds, or both. 


primary market: The market in which securities are initially sold or offered. 


regular interest bond (R-bond): A Canada Savings Bond or Canada Premium 
Bond on which interest is paid annually by cheque or by direct deposit to maturity 
or until redeemed. 


repo; repurchase agreement: A transaction in which a party sells a security and 
simultaneously agrees to repurchase it at a given price after a specified time. 


secondary market: The market in which previously issued securities are traded, 
as distinguished from the new issue or primary market. 


turnover ratio: Volume of securities traded as a percentage of 
securities outstanding. 


yield curve: The levels of interest rates from short- to long-term maturities. 


Annex 4—Contact Information 


Department of Finance Canada 
Financial Sector Policy Branch 

Financial Markets Division 

140 O'Connor St., 20th Floor, East Tower 
Ottawa, Canada K1A 0G5 

Telephone: (613) 992-9031 

Fax: (613) 943-2039 
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Foreword by the Minister of Finance 


I am pleased to table the Government of Canada’s Debt Management Report 
for fiscal year 2004-05. It provides a full accounting of how Canada’s debt 
is managed. 


Thanks to eight consecutive budget surpluses since the Government balanced 

its books in 1997-98, we have been able to reduce the federal debt by some 

$63 billion. These debt reduction efforts have freed up an additional $3 billion, 

on an annual basis, to deal with the priorities of Canadians in areas such as health 
care, education, improving our infrastructure and promoting a cleaner and 
greener environment. 


This is a clear example of prudence with a purpose. Furthermore, our debt-to-GDP 
(gross domestic product) ratio has declined from 68.4 per cent in 1995-96 to 

38.7 per cent in 2004-05. This represents the lowest debt-to-GDP ratio since 
1983-84, and we remain on track to meet the Government’s target of achieving a 
debt-to-GDP ratio of 25 per cent within 10 years. 


The Government’s improved financial position has ushered in an era of federal 
debt management where the key challenge is to maintain a liquid and efficient 
government securities market in the face of declining borrowing requirements. 
This year’s Debt Management Report highlights ongoing efforts to meet this 
challenge and to improve the management of our debt. Examples of initiatives 
taken over the past year include: 


e Reducing the time frame in which operational results are made public. 
This reduction has helped lower market risk for participants and improved 
the efficiency of the auction process. 


¢ Conducting a review of the distribution framework for government debt to 
ensure its continued effectiveness in supporting broad participation and a 
competitive well-functioning market for Government of Canada securities. 
This, in turn, helps the Government raise stable, low-cost funding. 


Through effective management of our debt and a sustained commitment to fiscal 
responsibility and prudence, our government continues to do everything it can 
to ensure that Canada’s economy remains strong and prosperous, both now and 
in the years to come. 


The Honourable Ralph Goodale, P.C., M.P. 
Minister of Finance 
Ottawa, November 2005 
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Purpose of This Publication 


The Debt Management Report provides a detailed account of the Government of 
Canada’s borrowing, cash and foreign exchange reserves management operations 
over fiscal year April 1, 2004 to March 31, 2005. 


It provides a comprehensive report on the environment in which the debt is 
managed, its composition and changes during the year, and performance against 
the strategic plan set out in the 2004-05 Debt Management Strategy, published in 
March 2004. A set of reference tables containing statistics on the operation of debt 
programs is also provided. 


The information contained in this report is designed for a range of interested 
parties and to ensure transparency and accountability in the Government’s 
borrowing and cash management activities. The Debt Management Strategy and 
the Debt Management Report are tabled annually in Parliament and are available 
on the Department of Finance website at www.fin.gc.ca. 


Federal Debt Management 


Management of the federal debt involves two major activities: actively managing the 
portion of the debt that is borrowed in financial markets; and investing part of the 
proceeds of borrowing in liquid assets until needed by the Government. As of 
March 31, 2005, the Government had $435.5 billion of market debt composed of 
marketable bonds, treasury bills, retail debt, foreign currency debt, Canada Pension 
Plan (CPP) bonds and obligations related to capital leases, and $59.5 billion of liquid 
financial assets composed of domestic cash balances and foreign exchange assets. 


(C$ billions) 


Market Debt 
Payable in Canadian currency 


Marketable bonds 266.6 
(fixed-rate bonds with 2-, 5-, 10- and 30-year maturities 
and Real Return Bonds with 30-year maturities) 


Treasury bills 12h 2 
(zero-coupon securities with 3-, 6- and 12-month maturities) | 

Retail debt 19.1 | 
(Canada Savings Bonds and Canada Premium Bonds) 

CPP bonds 3.4 

Obligations related to capital leases 2.9 

Payable in foreign currency 

Marketable bonds and foreign currency notes 12.4 
(fixed-rate bonds, Canada notes and Euro Medium-Term Notes) 

Canada bills 3.9 


(zero-coupon securities with 1- to 9-month maturities) 
Liquid Financial Assets 
Cash 20.6 
Foreign exchange reserves 38.9 
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This document is structured as follows: 
Part I describes the fiscal environment in which the debt is managed and the 
composition of market debt. 


Part II reports on performance against the 2004-05 debt strategy by major 
theme: risk/cost, liquidity, participation and frameworks. 


Part III provides details on activity in the individual domestic and foreign debt 
programs during 2004-05. 


Annex | explains the composition of the federal debt, Annex 2 contains a 
glossary of debt management terms and Annex 3 contains contact information. 


Reference tables provide historical information on the debt-related activities of 
the Government. 
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Overview 


In 2004—05 the Government continued to reduce its level of indebtedness. Ona 
full accrual basis of accounting the federal debt was reduced to $499.9 billion, 
down $63 billion from its peak in 1996-97. The federal debt fell $1.6 billion in 
2004-05. With a budgetary surplus of $1.6 billion and a net source from 
non-budgetary transactions of $3.2 billion, there was a financial source of 

$4.8 billion in 2004-05. With this financial source, the Government retired 

$4.8 billion of its market debt and increased its cash balances by $49 million. 
Debt-servicing charges were down $1.7 billion from fiscal year 2003-04 as a result 
of a 30-basis-point reduction in the average interest rate paid on the public debt. 
The reduction in the debt since 1996-97 has resulted in savings of over $3 billion 
annually. Lower debt-servicing charges benefit all Canadians. 


Debt, cash and reserve management actions in 2004-05 continued the process 
begun in 2003-04 of reducing the fixed-rate share of the debt from a target of 
two-thirds to 60 per cent by 2007-08, with resulting adjustments to the sizes of 
the treasury bill and bond programs. The fixed-rate share fell from 63.8 per cent 
to 63.1 per cent over the course of the year. The stock of treasury bills and cash 
management bills increased by $13.8 billion to $127 billion, while the stock of 
nominal bonds declined by $13.9 billion to $244 billion. 


An important initiative undertaken in 2004-05 was the reduction in the time in 
which auction and operational results are made public (turnaround time). On 
April 1, 2004, the Government reduced the turnaround time for auctions and 
operations in which bonds are repurchased from fixed times (10 and 15 minutes 
respectively) to a “best efforts basis” G.e. when ready). Since the change, 
turnaround times have averaged less than 3 minutes for auctions and less than 
7 minutes for buybacks. The reduction in turnaround time has helped reduce 
market risk for auction participants and has improved the efficiency of the 
auction process. 


One of the key challenges for the Government in recent years has been to maintain 
a liquid, well-functioning government securities market in the face of declining 
borrowing requirements and reduced bond issuance. The Government has an 
interest in sustaining a liquid and efficient market for Government of Canada 
securities for the purpose of providing stable low-cost funding. A liquid and 
efficient government securities market also provides key pricing and hedging tools 
for market participants, thereby contributing to the effective functioning of the 
broader Canadian fixed-income market. 


While liquidity remained at high levels in 2004-05, consultations with market 
participants suggest that the sizes of nominal bond auctions, particularly in the 
10- and 30-year maturities, and benchmark bond sizes, may be approaching their 
lower limit. The Government may need to adjust the structure of the bond 
program in the near future to ensure continued liquidity in the government 
securities market. Accordingly, in 2005-06, it plans to assess potential structural 
changes to the bond program and to further consult with market participants on 
the topic. 
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As part of good governance and management, different aspects of the debt 
program are reviewed periodically. These reviews are conducted internally at the 
Department of Finance and Bank of Canada or by external specialists. In 2004—05 
a review of the debt distribution framework was conducted. 


This report also features indicators that are intended to provide interested parties 
with an understanding of some of the key measures that debt managers follow with 
respect to debt management programs and well-functioning securities markets. 


Governance 


Part IV of the Financial Administration Act empowers the Minister of Finance 

to borrow money on behalf of Her Majesty in right of Canada. The Minister is 
authorized to issue securities and do any other thing related to the borrowing of 
money that the Minister considers appropriate. Section 49 of the act requires the 
Minister to table in the House of Commons, within 45 sitting days after the tabling 
of the Public Accounts of Canada, a report on the activities of the Minister in 
relation to the management of the public debt. 


Responsibility for strategic planning and the operational management of the public 
debt is jointly borne by officials at the Department of Finance and the Bank of 
Canada. The Bank of Canada acts as fiscal agent for the Minister of Finance in 
issuing debt and conducting other debt market operations. 


The oversight of activity is carried out through the Funds Management Committee 
(FMC), which comprises senior management from the Department of Finance and 
the Bank of Canada. The FMC advises the Minister of Finance on policy and 
strategy, oversees the implementation of approved policy and plans, and reviews 
performance outcomes. 


The FMC is supported by a Risk Committee (RC), whose mandate is to oversee 
and advise on the risk management policy and to report to the FMCG on financial 
risk positions and exposures. The Financial Risk Office at the Bank of Canada 
provides analytical support to the RC in this role and is responsible for monitoring 
and regularly reporting on the financial performance and position of the public 
debt, including market, credit, operational, liquidity and legal risks. 


i Saal al 


Debt Strategy Framework 


Purpose 


Raise stable, low-cost funding for the Government of Canada. 


Principles and Objectives! 


Well-functioning market 


Emphasize transparency, liquidity and regularity in the design and implementation 
of domestic debt programs in order to maintain a well-functioning domestic 
government securities market. 


Work with market participants and regulators to enhance the integrity and 

attractiveness to investors of the market for Government of Canada securities. 
Cost-effectiveness 

Manage the structure of the debt by balancing cost and risk to help protect the 

Government’s fiscal position from unexpected increases in interest rates. 
Prudence 

Raise funding for domestic operational needs in Canadian dollars. 


Manage the Receiver General cash position to ensure that cash balances are 
maintained at reasonable cost to the Government and that credit risks are controlled 
through diversification. 


Borrow using a variety of instruments, a range of maturities and a diversified 
investor base. 

Consultations 
Seek input from market participants on major adjustments to federal debt 
management policy and programs. 

Best practices 


Ensure that the operational framework and practices are in line with the best 
practices of other comparable sovereign borrowers and the private sector. 


1 For information on the management of foreign reserve assets, see the 2004 Report on the 
Management of Canada’s Official International Reserves at www.fin.gc.ca/toce/2005/oir05_e.html. 
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Since the annual debt-servicing cost is the largest single budget expense of the 
Government, effective management of the federal debt is especially important for 
all Canadians. This section provides an overview of the Government’s fiscal plan 
and the composition of the debt stock. The Government’s fiscal position sets the 
context within which debt management decisions are taken. One of the key 
decisions of debt management relates to the composition of the debt stock, which 
directly affects debt costs. 


The Fiscal Plan 


Budgetary Outcome 


The Government recorded a budgetary surplus of $1.6 billion in 2004-05, its 
eighth consecutive budget surplus. The federal debt has been reduced by 

$63 billion since its peak in 1996-97. The federal debt-to-GDP (gross domestic 
product) ratio has fallen 29.7 percentage points from its peak of 68.4 per cent in 
1995-96 to 38.7 per cent in 2004—05 (see Chart 1), its lowest level since 1983-84. 
For detailed information, see the 2004-05 Annual Financial Report of the 
Government of Canada at www.fin.gc.ca/toce/2005/afr_e.html. 


Chart 1 
Federal Debt-to—GDP Ratio 
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Source: Department of Finance. 
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Financial Source/Requirement 


The key budgetary measure for market debt management is the financial 
source/requirement. While the budgetary balance is presented on a full accrual 
basis, recognizing revenues and expenses when they are incurred, the financial 
source/requirement is a cash flow measurement that captures the current- and 
prior-year budgetary items, as well as the cash implications of non-budgetary 
transactions. As such, the financial source/requirement determines the changes in 
the market debt and in the level of financial assets. 


The budgetary surplus of $1.6 billion and a net source of funds from non- 
budgetary transactions of $3.2 billion produced a financial source of $4.8 billion in 
2004—05 (see Chart 2). This compares to a financial source of $6.2 billion in 
2003-04, and a source of $7.6 billion in 2002-03. The financial source in 2004—05 
was used to reduce market debt by $4.8 billion. 


Chart 2 
Budgetary Balance and Financial Source/Requirement 
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Sources: Public Accounts of Canada and Statistics Canada. 
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Public Debt Costs 


In 2004—05 the Government spent 17.2 cents of every dollar of revenue to pay 
interest on the public debt, down from a peak of almost 39 cents in 1990-91. 
Public debt charges as a percentage of GDP declined to 2.6 per cent in 2004-05 
from 2.9 per cent in 2003-04 (see Chart 3). In 200405 the average interest rate 
paid on the public debt declined by 30 basis points to 5.5 per cent from 

5.8 per cent in 2003-04. 


Chart 3 
Public Debt Charges 
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Source: Public Accounts of Canada. 


Composition of the Federal Debt 


The federal debt consists of the total liabilities of the Government of Canada 
(gross debt) minus financial and non-financial assets. Gross debt can be broken 
down into market debt and non-market debt. Market debt is funded in the capital 
markets and is actively managed by the Government. Non-market debt comprises 
liabilities held by the Government outside capital markets and includes the 
Government’s obligations to public sector pension plans, the CPP, as well as other 
liabilities, accounts payable and accrued liabilities and allowances. The following 
diagram illustrates the relationships between the components of the federal debt, 
based on the 2004—05 fiscal year. See Annex | for a more detailed description of 
the composition of the federal debt. 


Si cso aa it eit 
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Federal Debt as at March 31, 2005 


Market debt 
$435.5 billion 
(marketable bonds, treasury 


Gross public debt 
$705.7 billion 


bills, retail debt, foreign debt, 
CPP bonds and 
capital leases) 


Less 
financial assets 
$151.0 billion 
(cash, reserves, loans) 


Non-market debt 
$270.3 billion 
(pensions and other accounts, 
other liabilities) 


= 


Net public debt 


$554.7 billion 


Y 


Less 
non-financial assets 
$54.9 billion 
(capital assets) 


i 


Federal debt 
$499.9 billion 
(accumulated deficit) 


Note: Numbers may not add due to rounding. 
Source: Public Accounts of Canada. 


There are two types of market debt: domestic debt, which is denominated in 
Canadian dollars, and foreign currency debt (see Chart 4). The Government 
borrows in Canadian dollars using wholesale and retail funding. Wholesale funding 
is conducted through issuance of marketable securities, which include nominal 
bonds, Real Return Bonds and treasury bills. These securities are sold via auctions 


to Government of Canada securities distributors and end-investors. (The names of 


and details on the framework for government securities distributors and primary 
dealers can be found at www.bankofcanada.ca/en/auct.htm.) Retail funding is 
raised through sales of Canada Savings Bonds products to individuals who are 
Canadian residents. 


See www.fin.gc.ca/invest/instru-e.html for a detailed description of the 
Government of Canada’s market debt instruments. 
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Chart 4 
Market Debt, March 31, 2005 
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Sources: Public Accounts of Canada and Annual Financial Report of the Government of Canada. 


Funds raised in Canadian dollars are used primarily to meet the Government’s 
operational requirements. A portion of Canadian-dollar wholesale debt is swapped 
to foreign currencies to fund the Government’s foreign exchange reserves. Chart 5 
shows market debt taking into account swaps. The Government also borrows in 
foreign currencies to fund reserves, which are held in the Exchange Fund 
Account (EFA). The EFA provides a source of foreign currency liquidity and is 
used to promote orderly conditions in the foreign exchange market for the 
Canadian dollar. 


Table 1 shows the change in the composition of federal market debt in 2004—05 by 
domestic and foreign debt programs. Further details on the changes in programs 
and indicators of debt management operations and activities can be found in 

Part ILI. Total domestic debt was reduced by $0.7 billion while foreign currency 
debt declined by $4.1 billion. 


Chart 5 
Market Debt (Post Swaps), March 31, 2005 
Foreign 
currency bonds 
and notes 
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Note: As at March 31, 2005, the total amount of interest rate ($1.5 billion) and cross-currency ($24.5 billion) 
swaps oustanding stood at $26.0 billion. Cross-currency swaps convert C$-denominated government debt into 


foreign currency obligations for the purpose of funding the foreign reserves portfolio. 
Sources: Public Accounts of Canada and Annual Financial Report of the Government of Canada. 


Table 1 
Change in Composition of Federal Market Debt, 2004-05 

April 1, 2004 March 31, 2005 

Outstanding Outstanding Change 

($ billions) 

Domestic debt 413.5 412.8 -0.7 
Foreign currency debt! 2055 16.3 -4.2 
CPP bonds and notes 3.4 3.4 0.0 
Obligations related to capital leases 2.8 2.9 +0.1 
Total market debt 440.2 435.5 -4.8 


Note: Numbers may not add due to rounding. 
1 Liabilities are stated at par value at the March 31, 2005, exchange rate. 
Source: Public Accounts of Canada. 
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I: Report on 2004-2005 Debt Strategy 

The federal debt strategy covers the management of federal market debt and 
operational activities related to it, including the management of Canadian-dollar 
cash balances and the funding and investment of Canada’s foreign exchange 
reserves. Annual debt strategy planning sets out the objectives for the year in 
each of these domains and provides for a series of initiatives. 


A well-functioning wholesale market in Government of Canada securities benefits 
the Government as well as a wide range of market participants. For the 
Government as a debt issuer, a well-functioning market attracts investors and 
ensures that funding costs are kept low. For market participants, a liquid and 
active secondary market in government debt provides credit-risk-free assets for 
investment portfolios, a pricing benchmark for other debt issues and swaps, and 
a primary tool for hedging interest rate risk. 


In 2004-05 a number of initiatives were undertaken to enhance the effectiveness 
of the Government of Canada’s debt management. This document reports on 
these initiatives organized around four key themes: cost and risk; maintaining a 
well-functioning government securities market; encouraging participation in the 
government securities market; and framework reviews. 


Cost and Risk 


The Government’s objective of maintaining stable, low-cost financing involves 
managing exposure to a range of financial risks. The key risk for the Government 
relates to changes in interest rates and their effect on domestic borrowing costs 
(interest rate risk). A lesser risk is the Government’s credit exposure to financial 
institution counterparties with which it transacts (credit risk). This section 
provides an overview of the main considerations in balancing interest rate risk 
and cost. 


Debt Structure 


The Government has access to a variety of instruments to fund its debt, with 
standard maturities ranging from 3 months to 30 years. As does any other 
borrower in the financial markets, the Government generally faces a trade-off 
between cost and risk when selecting the instruments it issues. Borrowing costs 
of longer-term instruments tend to be higher, but are fixed for long periods. On 
the other hand, borrowing costs of shorter-term instruments tend to be lower on 


average, but more volatile. By choosing the proportion of each instrument it issues, 


the Government can establish a debt structure that strikes an appropriate balance 
between keeping costs stable and low. 
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The main operational target used to manage the debt structure is the fixed-rate 
share, which measures the proportion of interest-bearing debt having fixed rates 
debt that does not mature or need to be repriced within one year—relative to total 
interest-bearing debt. The fixed-rate share incorporates both market and 
non-market debt. In the February 2003 budget, the Government announced its 
intention to reduce the fixed-rate share target from two-thirds to 60 per cent by 
2007-08 (see Chart 6). 


Chart 6 
Fixed-Rate Share of the Debt 
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Source: Department of Finance. 


The decision to lower the fixed-rate share is based on positive economic and fiscal 
developments in Canada in recent years. Financial simulation modelling indicates 
that a 60-per-cent fixed-rate share would result in lower borrowing costs under a 
large number of interest rate scenarios without compromising debt-cost stability. 


In 2004-05 the Government continued to reduce the fixed-rate share, with the 
share declining from 63.8 per cent to 63.1 per cent over the fiscal year. The change 
in debt structure will continue to be implemented gradually, in an orderly and 
transparent manner, over the next few years. 


As a consequence of the adjustment in the fixed-rate share, the stock of 
outstanding treasury bills and cash management bills increased from $113.4 billion 
to $127.2 billion in 2004-05, while the stock of outstanding nominal bonds 
declined from $258.2 billion to $244.3 billion. 
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In addition to the fixed-rate share, the Government uses other indicators to track 
the exposure to interest rate risk inherent in the debt stock. The average term to 
maturity (ATM) represents the average length of time before debt instruments 
mature and become subject to refinancing risk. The ATM of marketable debt has 
stabilized at around 6 ¥, years since 2000, after having increased from roughly 

A years in 1991 (see Chart 7). A longer ATM means that debt instruments are 
rolled over less frequently, which implies less uncertainty regarding future 

debt costs. 


Chart 7 
Average Term to Maturity of Marketable Debt 
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Source: Bank of Canada. 


Maturity Profile 


A related strategy to reduce the risk of higher borrowing costs is the maintenance 
of a stable maturity profile. A well-distributed maturity profile limits the need to 
refinance a large portion of the debt in any given period when borrowing 
conditions may be unfavourable. 


The emphasis on the regularity of debt operations, including in particular regular 
cycles for new bond benchmarks, helps to maintain a stable maturity profile. As 
well, the cash management bond buyback (CMBB) program, through which 
benchmark bonds maturing within a year are repurchased before their maturity 
dates, helps stabilize the maturity profile within a given year and manage cash 
balances effectively around large maturity dates. By reducing the need to 
accumulate high cash balances leading up to large bond maturities, the CMBB 
program also smoothes out seasonal fluctuations in treasury bill issuance. Overall, 
through the CMBB program, large maturities were lowered by 21 per cent in 
2004-05, reducing the Government’s cost of holding high levels of cash balances 
for key coupon and maturity payment dates. 
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Risk Associated With Funding the Foreign Reserves 


The Government borrows in foreign currencies to raise foreign exchange reserve 
assets for the Exchange Fund Account. These assets provide foreign currency 
liquidity and help promote orderly conditions for the Canadian dollar in the foreign 
exchange markets. Foreign exchange funding requirements in 2004—05 were met 
primarily through cross-currency swaps, which are particularly cost-effective 
compared to other funding sources. 


Collateral management frameworks are used to manage the Government’s credit 
risk to financial institution counterparties associated with cross-currency swaps. 
Under these frameworks, high-quality collateral (e.g. cash, securities) is placed 
with the Government when the Government’s exposure to a counterparty exceeds 
specified limits. 


Risk measures are reported on a monthly basis to management at the Department 
of Finance and the Bank of Canada. 


Maintaining a Well-Functioning Market 


The Government supports the maintenance of a liquid well-functioning market for 
its marketable securities in order to help maintain low funding costs. One way it 
achieves this goal is by building large liquid benchmark bonds and treasury bills 

in various maturity sectors on a regular, predictable basis. The use of multiple 
maturities attracts a wide array of investors, while regular and transparent 
issuance ensures that there is no uncertainty as to the Government’s plans. 
Initiatives outlined in the 2004—05 Debt Management Strategy to promote 
liquidity in the Government of Canada securities market were: 


Diversified and regular issuance: The Government continued its practice 
of issuing and building large liquid benchmarks in a variety of instruments and 
terms to maturity to target a diverse investor base. These instruments 

include four bond maturity sectors (quarterly 2-, 5- and 10-year auctions and 
semi-annual 30-year auctions); three treasury bill maturity sectors (3-, 6- and 
12-month maturities with auctions every two weeks); a long-term inflation- 
indexed bond (quarterly issuance); and debt issued as part of the retail debt 
program. Regular issuance helps provide certainty for dealers and investors in 
their preparations for auctions. 


Benchmark target sizes: The 2-, 5-, 10- and 30-year new building benchmark 
target sizes were unchanged from the previous year (2-year bonds: $7 billion to 
$10 billion; 5-year bonds: $9 billion to $12 billion; 10-year bonds: $10 billion to 
$14 billion; and 30-year bonds: $12 billion to $15 billion). All benchmarks built 
in 2004—05 were within their target range. 
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Regular buybacks: Against the backdrop of debt paydown in recent years, the 
Government has been using the regular bond buyback program on both a switch 
and cash basis to repurchase off-the-run bonds (1.e. securities that are no longer 
the current or the previous building benchmark), thereby helping to maintain 
gross bond issuance levels and maintain benchmark bond sizes. Unlike buybacks 
ona cash basis, where bonds offered are exchanged for cash, bonds 
repurchased on a switch basis are exchanged for the current building 
benchmark. (The regular bond buyback program differs from the cash 
management bond buyback program in that the former serves to maintain 

gross bond issuance, while the latter helps the Government manage its cash 
requirements effectively by reducing large bond maturities. ) 


The 2004-05 Debt Management Strategy outlined the Government’s buyback 
target of approximately $11 billion, similar to 2003-04. During the year the 
Government issued $11.5 billion in new benchmark bonds through the repurchase 
of $11.5 billion in off-the-run bonds. The basket of eligible bonds for buyback in 
the 10-year sector was successfully expanded in 2004—05 to help maintain buyback 
operations in that sector. 


In 2004—05 the Government repurchased $4.7 billion in bonds through the switch 
program (a decrease of $0.3 billion from 2003-04), and $6.8 billion through the 
cash buyback program (an increase of $1.6 billion from 2003-04). 


Participation 


Active participation at auction and buyback operations of a diverse group of 
market participants also helps the Government to achieve its key objective 

of stable, low-cost funding. Over the past few years initiatives to enhance 
transparency and the bidding process have been undertaken to broaden 
participation. A key initiative undertaken in 2004-05 was the reduction in the 
time in which auction and buyback results are made public (turnaround time). 


On April 1, 2004, the Government reduced the turnaround time for auctions 

and buyback operations from fixed times (10 and 15 minutes respectively) to a 
“pest efforts basis” G.e. when ready). Lower turnaround time has reduced the 
market risk for market participants, further enhancing the efficiency of the auction 
and buyback process. Market participants have indicated their satisfaction with 
these changes. 


Charts 8 and 9 show the reduction in turnaround times in recent years, from 


45 minutes at the end of 1998 to an average of less than 3 minutes for treasury bill 


and bond auctions and an average of less than 7 minutes for buyback operations 
in 2004-05. 


Chart 8 
Turnaround Times for the Release of the Results 
of Treasury Bill and Bond Auctions, 1998-2005 
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Source: Bank of Canada. 


Chart 9 
Turnaround Times for the Release of the Results 
of Buyback Operations, 1998-2005 
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Framework Reviews 


The Government regularly assesses its treasury management policies and 
programs as part of good governance and management of the debt program. 
These reviews are conducted internally at the Department of Finance and Bank 
of Canada or by external specialists. In 2004-05 the Government conducted an 
internal review of the effectiveness of its debt distribution framework. An external 
study of the borrowing and governance framework of Crown corporations was also 
undertaken (available at www.fin.gc.ca/toce/2005/mfgbe-e.html). 


Evaluation of the Debt Distribution Framework 


The evaluation of the debt distribution framework for Government of Canada 
securities was launched in the fall of 2004 and included internal analysis by 
the Government and consultations with interested parties. A consultation 
document was posted in October 2004 on the Bank of Canada’s website 
(www.bank-banque-canada.ca/en/notices_fmd/2004/not181004_review.html). 


The purpose of the review was to assess the framework’s effectiveness in raising 
stable, low-cost funding for the Government and supporting a well-functioning 
market for Government of Canada securities, and whether changes to the 
framework were warranted. 


The review was considered timely given the evolution of the government securities 
market since the previous review of the framework in 1998: lower borrowing 
requirements of the federal government; greater concentration of auction 
participation and secondary market trading; interest by some investors in direct 
participation at auctions; and innovation in financial markets through, for example, 
the development of alternative trading systems. 


Following the conclusion of the review, changes to the debt distribution framework 
were released in a document published in August 2005 on the Bank of Canada’s 
website (www.bank-banque-canada.ca/en/notices_fmd/2005/not080805.html). 
The review found that the framework is generally working well, with auctions 
consistently covered and well bid. The Government identified changes to the 
framework to promote continued competition and participation in Government of 
Canada securities auctions. The changes fall into two broad areas: adjustments in 
auction access for dealers and customers, and changes to minimum bidding 
obligations of dealers. These changes are scheduled for implementation in early 
December 2005, following the update of the Terms of Participation and the 
Standard Terms for Government of Canada auctions. 
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Debt Strategy Plan and Summary of Actions Taken 


The following summary reports on the 2004—05 debt strategy plan initiatives, their purpose and 
actions taken. All of the strategic objectives for the management of the Government’s debt, cash and 
reserves were achieved over the course of the year. 


Plan 


Purpose 


Actions Taken . 


Cost 
and Risk 


Continue to reduce 
the fixed-rate share 
of the debt towards 
the 60-per-cent target. 


Increase the size of the 
treasury bill program from 
$110 billion-$115 billion in 
2003-04 to approximately 
$130 billion in 2004-05. 


Issue roughly $36 billion of 
nominal bonds in 2004-05, 
$4 billion less than in 
2003-04. Due to large bond 
maturities and continued 
cash management bond 
buyback operations, the 
bond stock was expected 
to decrease by some 

$16 billion. 


Maintain a stable 
maturity profile. 


Continue to use cross- 
currency swaps for the 
majority of foreign reserves 
funding. 


Achieve lower debt charges, 
while continuing to prudently 
mitigate the risk to the 
budget framework. 


Facilitate market adjustment 
to changes in the bond and 
treasury bill programs. 


Limit the need to refinance a 
large portion of debt in any 
given period and help 
maintain stability in debt 
programs over time. 


Keep the cost of carrying 
reserve assets low. 


The fixed-rate share was 
reduced from 63.8 per cent 
to 63.1 per cent over the 
2004-05 fiscal year. 


The stock of outstanding 
treasury bills and cash 
management bills increased 
by $13.8 billion to about 
$127 billion. 


$35.5 billion of bonds 

were issued. The stock of 
outstanding bonds declined 
by $13.9 billion to about 
$244 billion. 


Average term to maturity 
was maintained above 
6.5 years. 


$12.9 billion of bonds were 
repurchased through the 
cash management bond 
buyback program. 


Sixty-four cross-currency 
swaps were executed in 
2004-05 totalling 

$5.9 billion. 
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Debt Strategy Plan and Summary of Actions Taken (cont'd) 


Plan Purpose Actions Taken 

Maintaining Continue regular issues of Provide liquidity across Issuance schedule and 
a Well- marketable bonds in four investor segments, maturities of past years 
Functioning maturity sectors, treasury instruments and maturities, were maintained in treasury 
Market bills in three maturity sectors — which contributes to bills, nominal bonds and 

and a long-dated index- managing both cost Real Return Bonds. 

linked bond. and risk. 

Maintain current benchmark Maintain a liquid market for Benchmark bond target 

target sizes for 2-, S-, on-the-run and building sizes were maintained. 

10- and 30-year bonds. benchmark issues. 

Continue regular bond Helo maintain bond auction A total of $11.5 billion of 

buybacks at a planned level sizes and support issuance bonds were bought back 

of about $11 billion, as in of large liquid benchmarks. through the regular 

2003-04. buyback program. 

Expand the basket of bonds Promote liquidity by Bonds with maturities up to 

eligible for 10-year cash and _ reaching target benchmark June 2027 were included in 

switch buybacks to include sizes within a one-year the basket of eligible bonds 

more long-dated maturities. cycle. for buyback operations in 

the 10-year sector. 

Participation Beginning April 1, 2004, Enhance bidding and Turnaround times on a best 

reduce turnaround time for participation by efforts basis have averaged 

auctions and buybacks toa reducing market less than 3 minutes for 

best efforts basis. participants’ risk. auctions and less than 

7 minutes for buybacks. 

Framework Review the debt Assess the framework’s Changes to the Terms of 
Reviews distribution framework. effectiveness in raising Participation and Standard 


stable, low-cost funding and 
supporting a well- 
functioning market for 
Government of Canada 
securities. 


Terms for Government 

of Canada auctions were 
announced in August 2005 
and are scheduled for 
implementation in early 
December 2005. 


Part II: Programs and Indicators 


Part HI is divided into three main sections: the outcome of operations and activity 
with respect to the domestic debt programs; indicators of cash management 
performance; and measures of reserves funding and investment. It also provides 
information on the Government’s investor base and reports on external evaluations 
of the debt program. 


The indicators are intended to provide information on the key measures used 

by government debt managers. As outcomes in virtually all cases are the product 
of many factors, the measures do not reflect the impact of specific government 
debt management policies. However, they serve as useful guideposts in 

helping to understand the results and context of the Government’s debt 
management initiatives. 


Domestic Debt Programs 


There are a number of measures of outcomes in the area of domestic debt 
management. They can be divided into two groups: those associated with the 
debt issuance process (the primary market) and those dealing with post-issuance 
trading (the secondary market). 


Measures of a well-functioning securities market include the degree to which 
auctions in the primary market are well bid and the level of liquidity and trading 
in the secondary market. In 2004—05 the Government’s treasury bill and bond 
auctions continued to be well bid. Primary dealers, a core group of government 
securities distributors that maintain a certain threshold of activity in the market 
for Government of Canada securities, play the dominant role at auctions except in 
the case of Real Return Bond auctions, where customers have won more than 

AQ per cent of the bonds on offer in recent years. 


The secondary market for Government of Canada securities continues to 
experience healthy trading volumes and turnover ratios that compare favourably 
to those of other countries. Primary dealers also play a major role in secondary 
markets, with the top 10 participants accounting for about 98 per cent and 

91 per cent of the turnover of treasury bills and bonds respectively. For more 
information on the framework through which the Government distributes its debt, 
see www.fin.gc.ca/dtman/2001-2002/dmr02_3e.html#Annex% 201. 


Primary Market 


Program Activity 
Nominal Bonds 


Gross bond program issuance in 2004—05 was $35.5 billion (including issuance 
through switch buybacks), lower than the $39.4 billion in 2003-04 (see Table 2). 
Gross issuance consisted of $12.0 billion in 2-year bonds, $9.6 billion in 5-year 
bonds, $10.6 billion in 10-year bonds and $3.8 billion in 30-year bonds (see 
Reference Table LX for more information on bond auctions). In 2004—05, 

$32.5 billion of bonds matured. Taking into account buybacks and maturities, 
the stock of outstanding bonds declined by $13.9 billion during the year to 
$244.3 billion as at March 31, 2005. 
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Real Return Bonds (RRBs) 


RRB issuance in 2004—05 was at a level similar to the previous year’s issuance of 
$1.4 billion, increasing the level of outstanding RRBs from $20.6 billion (which 
includes the Consumer Price Index [CPI] adjustment) to $22.4 billion as at 
March 31, 2005. In 2004-05 the Government issued its fourth RRB, one with a 
December 1, 2036, maturity (see Reference Table X for more information on 
RRB auctions). 


Regular Bond Buyback Program 


The objectives of the regular bond buyback program are to enhance liquidity and 
maintain active new issuance in the primary market for Government of Canada 
securities. Regular bond buyback operations totalled $11.5 billion in 2004-05, 
consisting of $6.2 billion in 2- and 5-year bonds, $3.9 billion in 10-year bonds, and 
$1.4 billion in 30-year bonds (see Reference Table XII for more information on 
buyback operations). 


Buybacks on a cash basis resulted in $6.8 billion of new benchmarks being issued. 
Switch buyback operations in 2004-05 resulted in $4.7 billion of new building 
benchmarks being issued. Chart 10 shows the impact of regular bond buybacks 
on benchmark sizes in 2004-05. 


Chart 10 

Impact of Regular Buyback Program 
on Benchmark Sizes 

As of March 31, 2005 


$ billions 
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benchmark size 
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Source: Bank of Canada. 
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Table 2 
Change in Composition of Federal Market Debt, 2004-05 

April 1, 2004 March 31, 2005 

Outstanding New Issues Maturing Repurchase Outstanding Change 

($ billions) 

Domestic debt 
Nominal bonds 2582 Boe B25 24.4! 244.2 -13.9 
Real Return Bonds 20.67 1.4 0.0 ~ 22.4 1.8 
Treasury bills? 113.4 PA WES) 2 is ue 127.2 ieee: 
Retail debt las 2.0 4.2 - 19.1 -2.2 
Total domestic debt 413.5 412.8 -0.7 
Foreign currency debt* 
Canada bills 3.4 73.0 1a" - 3.9 0.5 
Foreign bonds® 12.9 0.0 2.4 - 9.6 -3.3 
Canada notes 133 0.0 0.0 - ce -0.2 
Euro Medium-Term Notes 3.0 0.0 1.4 - Ter: -1.3 
Total foreign debt 20.5 16.3 -4.2 
CPP bonds and notes 3.4 0.0 0.0 - 3.4 0.0 
Obligations related to 
capital leases ies: he) 0.1 _ 2.9 OM 
Total market debt 440.2 A35.5 -4.8 


Note: Sub-categorization of Government of Canada debt is in accordance with Bank of Canada reports, 
which may vary slightly from Public Accounts categories due to differences in classification methods. 
Numbers may not add due to rounding. 


1 Includes the regular bond buyback program ($11.5 billion) and the cash management bond buyback 
program ($12.9 billion). Some cash management bond buybacks in 2004-05 did not reduce maturities in 
that year, but in 2005-06. 


2 Includes CPI adjustment. 


3 These securities are issued at 3-, 6- and 12-month maturities and are therefore rolled over a number of 
times during the year for refinancing. This results in a larger number of new issues per year than stock 
outstanding at the end of the fiscal year. These amounts include cash management bills. 


4 | jabilities are stated at par value at the March 31, 2005, exchange rate. Changes in outstanding amounts 
for foreign currency bonds, Canada notes and Euro Medium-Term Notes include the exchange rate 
appreciation/depreciation of the currency of issue versus the Canadian dollar. 


5 Includes $492.0 million in securities assumed by the Government of Canada on February 5, 2001, on the 
dissolution of Petro-Canada Limited. 


Source: Public Accounts of Canada. 
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Treasury Bills and Cash Management Bills (CMBs) 


The stock of outstanding treasury bills and CMBs increased by $13.8 billion during 
2004—05 to $127.2 billion at March 31, 2005, consistent with the orderly move to a 
lower fixed-rate share of debt. For the entire fiscal year $271.5 billion in treasury 
bills and CMBs were auctioned, an increase of $9.0 billion from the previous year 
(see Table 3). There were $4.7 billion of CMBs outstanding at the beginning of 
fiscal 2004-05 and $7.5 billion outstanding at the end of the year. Throughout the 


year the Government issued $25.0 billion of CMBs of various short-term maturities. 


Table 3 

Treasury Bill and CMB Program Issuance 

Issuance 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 

($ millions) 

CMBs 19,700 9,000 7,500 Dei705\0 28,500 24,950 
3-month treasury bills 100,700 88100" 103;3800" 1 7/4008) 129)700° 84877500 
6-month treasury bills 46,600 38,600 43,100 47,800 51,900 54,500 
12-month treasury bills 46,600 38,600 43,100 47,800 51,900 54,500 
Total treasury bills 193,900 165,300 189,500 213,000, ~~ 233,450 246,500 
Total including CMBs 213,600 174,300 197,000 236,/50 262,416 271,450 


Sources: Bank of Canada and Public Accounts of Canada. 


Retail Debt 


The level of outstanding debt held by domestic retail investors—Canada Savings 
Bonds and Canada Premium Bonds—decreased from $21.3 billion to $19.1 billion 
in 2004—05. Gross sales and redemptions were $2.0 billion and $4.2 billion, 
respectively, for a net reduction of $2.2 billion in the stock of retail debt. The 
decline of the retail debt stock is consistent with the trend in overall government 
debt and an environment of increased competition from private sector retail 
instruments. Retail debt stock outstanding has decreased from just under 

$33 billion in 1993 to the current $19.1 billion. 


For more information on Canada Savings Bonds and Canada Premium Bonds, 
see the annual report of Canada Investment and Savings, the Government’s retail 
debt agency, available at www.csb.gc.ca/eng/about_report.asp. 


Bill and Bond Auction Results Indicators 


The two conventional measures of auction performance are the auction coverage 
and tail. These two measures, combined with the yield of the securities issued, 
describe the quality of an auction in terms of its competitiveness and its impact 
on the cost of borrowing. 
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The auction coverage is defined as the total size of bids received divided by the 
auction size. A coverage statistic of one is essential for all securities on offer to be 
sold and a higher statistic is generally better, as it indicates active bidding and 
therefore lower costs for the Government. The auction tail is the number of basis 
points between the highest yield accepted and the average yield. In this case, 
smaller is better as it indicates strong bidding and therefore lower costs. 


The terms of participation in government auctions require larger dealers 
(primary dealers) to bid for 50 per cent of their auction limit at reasonable prices. 
Maximum coverage ratios from primary dealers (which represent about 

85 per cent of winning bids) could reach a maximum of about 2.6 for bond 
auctions and 2.4 for treasury bill and CMB auctions, while minimum coverage, 
assuming that all primary dealers bid at their minimum bidding limit, would total 
about 1.4 for bond auctions and 1.2 for treasury bill and CMB auctions. 


In 2004-05 coverage remained generally stable for treasury bill and bond auctions. 
Coverage has remained stable over the last four years. Tails were narrower in 
2004—05 than the 4-year average for treasury bill and bond auctions, indicating 
relatively more competitive bidding at auctions (see Table 4). 


Table 4 
Performance at Auctions 
Coverage (Ratio) Tail (Basis Points) 
2001- 2002—- 2003- 2004- 4-yr 2001- 2002- 2003- 2004- 4-yr 
02 03 04 05 avg. 02 03 04 05 avg. 
Treasury bills 
3-month 2.0 2 ee vid on ic 0.6 0.5 OS One 
6-month 7 23 ee Ze 22 0.8 OFF 0.6 nS 0.6 
12-month 2.0 Ze 2a 20 20 0.9 es ‘ON 0.6 OF 
CMBs 1.9 20) 2:0 2.4 2H 1.4 TA 1:4 ier 15 
Nominal bonds 
2-year 25} one 2 25 2.4 evs (oM/ 0.5 0.3 0.6 
5-year uk 25 26 pales 2.5 0.7 One 0.5 D5 0.6 
10-year BS 25 2.5 238 2.4 0.9 0.8 0.5 0.4 0.6 
30-year a 25 26 20 25 fel OR 0.4 U7, 0.8 
Real Return 
Bonds! Bes. 32 2.9 2.5 2.8 rah fives ia, n.a. n.a. 
Weighted 
average? 2 ae Ze. 2.1 Ze 1 Oa 0.5 0.5. 0.7 


' Auction tails for RRBs are not relevant since RRBs are distributed through single-price auctions. 
2 Weighted average excludes CMBs. 
Source: Bank of Canada. 
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Participation at Auctions 


This section provides information on participation of government securities 
distributors (primary dealers and other government securities dealers) and 
customers (in practice institutional investors) in the primary market for 
Government of Canada securities. Primary market shares are calculated using 
government securities distributors’ and customers’ allotments at auctions during 
the fiscal year. 


Nominal Bonds 


In 2004—05 primary dealers (PDs) were allotted 96 per cent of nominal bond 
auctions while customers were allotted about 2 per cent. Other government 
securities distributors (GSDs) won approximately 2 per cent (see Table 5). The 

10 most active participants bought about 93 per cent of the bonds on average. 
These percentages show an increase in concentration of primary dealer allotments 
from previous years, continuing a trend of increasing auction shares by the 

larger participants. 


Table 5 
Bond Auctions Share of Amount Allotted to Participants 
(Excluding Real Return Bonds) 


Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

PDs 83.7 91.8 93.4 96.0 

Other GSDs 6.4 aD 18 212 

Customers 9.8 5:6 4.7 1.8 

Top 10 participants 84.0 88.7 90.9 92.8 


Source: Bank of Canada. 


Bond Buybacks 


Primary dealers are the most active participants in bond buyback operations. 
Customers’ share of allotments at buybacks is shown as zero, but this likely 
underestimates the level of participation of customers, as they may participate in 
buyback operations through dealers without identifying themselves (see Table 6). 


Table 6 
Bond Buyback Operations Share of Amount Allotted to Participants 
(Excludes Cash Management Bond Buybacks) 


Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

PDs 86.2 96.4 97.9 96.5 

Other GSDs 0.0 ere Ps SHS) 

Customers! 13:8 1.9 0.0 0.0 

Top 10 participants 98.4 94.5 97.4 97.9 


' Results may underestimate customer participation. Contrary to treasury bill and bond auctions, 
customers do not have to inform the Bank of Canada about their participation at buyback operations. 


Source: Bank of Canada. 
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Real Return Bonds 


Unlike nominal bond auctions, RRB auctions have more active customer 
participation. This is largely due to the relative lack of product availability in the 
secondary market, as many RRB investors are buy-and-hold investors. Allotments 
to customers decreased from about 63 per cent in 2003—04 to about 46 per cent in 
2004—05 as the primary dealers’ share increased from the previous year. The 

10 most active participants in RRB auctions were allotted about 67 per cent of the 
auction, which is in line with historical averages (see Table 7). 


Table 7 

RAB Auctions Share of Amount Allotted to Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 

(%) 

PDs 39.0 47.9 36.1 BB 
Other GSDs 3.9 0.9 0.8 0.7 
Customers Sine Da 2 63.1 46.2 
Top 10 participants 61.2 _. 689 69.0 66.6 


Source: Bank of Canada. 


Treasury Bills 


For 2004—05 primary dealers accounted for about 86 per cent of amounts allotted 
at treasury bill auctions while customers accounted for about 11 per cent and 
other GSDs accounted for about 2 per cent. The-share won by primary dealers has 
been relatively steady in the last four years in a narrow range of 84-86 per cent. 

In 2004-05 the 10 most active participants accounted for about 94 per cent of 
amounts allotted at treasury bill auctions (see Table 8). 


Table 8 

Treasury Bill Auctions Share of Amount Allotted to Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

PDs 86.0 84.1 84.2 86.4 

Other GSDs 1.6 22 eZ 22 

Customers 12.4 133.0. 14.5 1% Bes 

Top 10 participants 93.0 91 o- 93.7 2 93.6 


Source: Bank of Canada. 
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Cash Management Bills 


Primary dealers are the most frequent participants at CMB auctions. In 2004—05 
primary dealers were awarded about 96 per cent of the allotted amounts, and 
the 10 most active participants accounted for about 98 per cent. The average 
allotment share of customers increased to about 2 per cent from less than 

1 per cent in the previous fiscal year (see Table 9). 


Table 9 

CMB Auctions Share of Amount Allotted to Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 

(%) 

PDs 95.6 93.0 97.8 95.5 
Other GSDs De 25 1.4 2.6 
Customers 2.1 4.5 0.8 1.9 
Top 10 participants 97.9 Sie ee) 99.2 98.1 


Source: Bank of Canada. 


Secondary Market 


The two conventional measures of liquidity and efficiency in the Government of 
Canada securities market are trading volume and turnover ratio. These two 
measures are presented for bonds (Chart 11 and, for international comparison, 
Chart 12) and treasury bills (Chart 13). 


Trading volume and turnover ratios for bond repos (Chart 14) and treasury bill 
repos (Chart 15) are also provided. A repo, or repurchase agreement, is a 
transaction in which a party sells a security and simultaneously agrees to 
repurchase it at a given price at a given time in the future. These transactions 
provide short-term collateralized loans of cash and low-risk securities to finance 
or support dealer inventory. As such, they represent an index of the scale of 
market activity. 


Trading volume, which shows the amount of securities traded per period, is a 
conventional indicator of liquidity. Large trading volume allows participants 

to buy or sell in the marketplace without a substantial change in the price of 

the securities. Turnover ratio, which is the ratio of securities traded relative to the 
amount of securities outstanding, is a measure of market efficiency. High turnover 
implies that a large amount of securities changes hands over a given period of 
time, a hallmark of an efficient securities market. 


A number of factors affect trading volume and turnover ratio, such as the extent 
to which new information changes views in the marketplace and changes in the 
stock of outstanding securities. Trends in these two measures can be indicators 
of changes in market liquidity and efficiency. 


The presence of liquid repo markets and liquid futures contracts complements 
an efficient Government of Canada securities market. A liquid repo market exists 
in the Government of Canada securities market for treasury bills and nominal 
bonds. There is also an active futures contract based on the benchmark 10-year 
Government of Canada bond. (On May 3, 2004, the Montréal Exchange launched 
a new futures contract on the benchmark 2-year Government of Canada bond.) 


Trading Volume and Turnover Ratios 


The volume of transactions in the Government of Canada bond market has grown 
significantly since 1990. Total marketable bond trading volume was $4,721 billion 

in 2004—05, a 3.5-per-cent increase from 2003-04. The average quarterly turnover 
ratio was 4.2 times the outstanding stock of bonds in 2004—05, compared to 3.8 in 
2003-04 (see Chart 11). 


Chart 11 
Government of Canada Bonds 
Trading Volume and Turnover Ratio 
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Note: Trading volume is total volume of trading by government securities distributors in each quarter. 
Turnover ratio is total trading volume in each quarter/stock. 


Source: Bank of Canada. 


At an annual stock turnover of 17 in 2004, the Government of Canada bond market 
compares favourably with other major sovereign bond markets, with the exception 
of the United States (see Chart 12). 


Chart 12 

Sovereign Bond Turnover Ratios 
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Note: Turnover ratio is total trading volume in each quarter/stock. Comparisons with the UK do not take into 
account higher issuance levels of inflation-linked bonds compared to other sovereigns. UK data is for fiscal year. 


Sources: Australian Financial Markets Report, Bank of Canada, Federal Reserve Bank of New York, 
Japan Ministry of Finance, The Bureau of the Public Debt of the US, United Kingdom Debt Management 
Office, Reserve Bank of New Zealand. 
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The volume of transactions in the treasury bill market was comparable to the 
previous fiscal year and remains below the highs in the mid-1990s, when the level 
of the treasury bill stock was at its peak. In 2004—05 total treasury bill trading 
volume was $1,364 billion (see Chart 13). The average quarterly turnover ratio 
increased slightly to 2.89 in 2004-05 from 2.87 in 2003-04. 


Chart 13 
Government of Canada Treasury Bills 
Trading Volume and Turnover Ratio 
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Source: Bank of Canada. 


Both Government of Canada bond repos and treasury bill repos remained active in 
2004-05. The total trading volume for Government of Canada bond repos in 
2004-05 was $17,594 billion, down from $17,745 billion in 2003-04. The average 
quarterly turnover ratio for bond repos in 2004-05 was 15.7 times compared to 
15.0 times in 2003-04 (see Chart 14). The treasury bill repo market volume in 
2004-05 was $3,582 billion compared to $2,710 billion in 2003-04 and the average 
quarterly turnover ratio was 7.6 compared to 6.0 in 2003-04 (see Chart 15). 


Chart 14 
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Source: Bank of Canada. 


Chart 15 
Government of Canada Treasury Bill Repos 
Trading Volume and Turnover Ratio 
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Source: Bank of Canada. 


The futures contract based on the 10-year Government of Canada bond (the 
Canadian Government Bond contract or CGB contract) continues to be actively 
traded, as trading volume reached 3 million contracts in 2004, a 25-per-cent 
increase from 2003. 
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Trading by Market Participants 


Bonds 


Primary dealers’ share of bond trading decreased slightly from 2003-04 while other 
government securities distributors’ share increased, continuing the trend since 
2001-02. The 10 most active participants in the bond secondary market represent 
about 94 per cent of trading activities (see Table 10). 


Table 10 

Bond Trading: Market Share of Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

PDs 94.0 93.3 92.6 91.3 

Other GSDs 6.0 Ge TA 8.7 

Top 10 participants 96.0 95.9 95.1 93.9 


Source: Bank of Canada. 


Treasury Bills 


Primary dealers maintain a dominant share of the treasury bill secondary market, 
representing about 98 per cent of total trading volume. The 10 most active 
participants in the treasury bill secondary market represent close to 100 per cent 
of trading activities (see Table 11). 


Table 11 

Treasury Bill Trading: Market Share of Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

PDs 98.3 98.4 98.4 98.1 

Other GSDs Vet 16 1.6 1.9 

Top 10 participants 99.4 99.5 99.2 99.5 


Source: Bank of Canada. 


Cash Management 


Receiver General (RG) cash balances, the Government’s Canadian-dollar balances, 
are invested in a prudent, cost-effective manner through auctions with private 
sector financial institutions to minimize the cost to the Government of holding 
cash. Auctions take place twice per day, in the morning (AM auction) and in the 
afternoon (PM auction). RG cash balances fluctuate widely over the year with 
variations in the Government’s financial operations, periodic large maturities of 
Government of Canada bonds, the operations of the Bank of Canada and changes 
in market conditions. The primary objective is to hold the lowest level of cash 
balances, consistent with ensuring funds are available to meet daily requirements, 
with an appropriate margin for security. 
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Treasury managers use a number of indicators with respect to cash management 
activities, including the average level of cash balances, coverage and tail at 

RG auctions, the performance of participants at RG auctions, effectiveness of 
the cash management bond buyback program, the cost of carry and the profile of 
treasury bill operations. 


Total Receiver General Cash Balances 


As indicated earlier, RG cash balances fluctuate widely over the year for a variety 
of reasons. RG balances reached a peak of $22.0 billion and a low of $2.3 billion in 
2004-05 (see Chart 16). 


Chart 16 
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Average Daily Cash Balances 


Average daily cash balances increased in 2004-05 to $8.2 billion (see Table 12) 
as a result of larger bond maturities relative to the previous fiscal year. Larger 
maturities require that larger cash balances be held in advance of the maturities. 


Table 12 
Average Daily RG Cash Balances Held at Financial Institutions 
2001-02 2002-03 2003-04 2004-05 
($ millions) 
Average daily cash balances 7,921 ; . 6,139 7,894 . . 8,193 


Source: Bank of Canada. 
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Coverage and Tails 


In 2004-05 coverage at RG auctions improved from the previous fiscal year for 
the AM auction, and was above the rolling four-year average (see Table 13). 
This is a continuation of the trend from the previous year, when the new RG 
collateralization framework was introduced to encourage more participation 

in AM auctions (for details on the RG collateralization framework see 
www.fin.gc.ca/dtman/2003-2004/dmr04_le.html#Annex2). Coverage for the 

PM auctions, while weaker than in the previous year, was in line with the rolling 
four-year average. 


In 2004-05 AM and PM auction tails narrowed from the previous year, with the 
AM auction tail below the average of the last four years. 


Table 13 
Performance at Receiver General Auctions 


2001-02 2002-03 2003-04 2004-05 4-yr. avg. 


AM auctions 
Coverage (ratio) 2.42 3.29 3.38 4.16 3.28 
Tail (basis points) 228 0.91 1.68 1.26 1.00 
PM auctions 
Coverage (ratio) Bol Zo 2.83 2.30 2.36 
Tail (basis points) 2.08 3.04 3.09 2.96 2.92 


Source: Bank of Canada. 


Participation 


The top 10 participants in the Large Value Transfer System (LVTS), the electronic 
system for the transfer of large payments, won about 74 per cent of RG auctions 
on average in 2004—05, while the top 10 other participants gained about 24 per 
cent of the amount allotted, amounts in line with the previous year (see Table 14). 


Table 14 

Receiver General Auctions Share of Amount Allotted Between LVTS 

and Other Participants 

Participant Type 2001-02 2002-03 2003-04 2004-05 
(%) 

Top 10 LVTS 98.5 91.0 76.0 74.3 

Top 10 others 0.0 onl OTS 24.3 


Source: Bank of Canada. 


Cash Management Bond Buyback Program 


The cash management bond buyback (CMBB) program helps manage the 
Government’s cash requirements by reducing the high levels of government cash 
balances needed. The program also helps to smooth variations in treasury bill 
auction sizes over the year. 


In 2004—05 the total amount of bonds repurchased through the CMBB program 
was $12.9 billion, compared to $15.7 billion in 2003-04. The CMBB program 
reduced the size of the December 2004 maturity by 27 per cent to $9.4 billion. 

The program also repurchased $2.0 billion in bonds from the September 2005 bond 
maturity, reducing the maturing amount to $9.3 billion. Overall, large maturities 
were lowered by 21 per cent in 2004-05, reducing the Government’s cost of 
holding high levels of cash balances for key coupon and maturity payment dates 
(see Chart 17). 


Chart 17 

Impact of CMBB Operations 

on the Government’s Large Payments 
As of March 31, 2005 


$ billions 
20 


is Maturities after CMBBs Repurchased a Coupons 


Jun 2004 Sep 2004 Dec 2004 Jun 2005 Sep 2005 Dec 2005 


Note: June, September and December 2005 maturities continued to be part of the CMBB program in 
the 2005-06 fiscal year. 


Source: Bank of Canada. 
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Cost of Carry 


The key measure for the management of cash balances is the net return on cash 
balances: the difference between the return on government balances auctioned to 
financial institutions (typically around the overnight rate) and the average yield 
paid on treasury bills. A normal upward sloping yield curve results in a cost of 
carry, as financial institutions pay rates of interest for government deposits based 
on an overnight rate that is lower than the rate paid by the Government to borrow 
funds. Conversely, under an inverted yield curve, short-term deposit rates are 
higher than the average of 3- to 12-month treasury bill rates, which can result in a 
net gain for the Government. 


In 2004-05 the cost of carry of holding RG cash balances was a net cost of 

$13.1 million, compared to a net cost of $0.4 million for the prior fiscal year (see 
Chart 18). In 2003-04, there were periods when the yield curve at the short end 
was inverted as market participants expected the Bank of Canada to lower interest 
rates, which resulted in the lower cost of carry in that year. 


Chart 18 
Cost (-) or Gain (+) of Carry for Cash Balances 


$ millions 
WS 


10 


Average cost of $4 million 
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Source: Bank of Canada. 
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Profile of Treasury Bill Operations 


As the cost of carry is largely determined by the shape of the yield curve, an 
indicator of cash management activities is the profile of treasury bill operations 
(amount issued per auction date less amount maturing per auction date). Smooth 
profiles provide certainty of supply for market participants and help reduce the 
cost to the Government associated with large operations. The profile of treasury 
bill operations continued to be smooth in 2004-05, ranging from -$2 billion to 

+$4 billion per operation, with a standard deviation of $1.2 billion (see Table 15). 
The net size of new issues was also reasonably smooth with a standard deviation of 
$2.2 billion (see Chart 19). 


Table 15 
Profile of Net Size of Treasury Bill Issues 


2000-01 2001-02 2002-03 2003-04 2004-05 


($ billions) 

Range -3 to 3 -3 to 3 -4to4 -2to+6 -2to+4 
Standard deviation of new 
issues less maturities 1.4 1S 1.9 DG) Wee 
Source: Bank of Canada. 
Chart 19 
New Issues, and Net Size of Treasury Bill Auctions 
$ billions 
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Source: Department of Finance. 
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Foreign Currency Debt Programs 


The Government borrows in foreign currency to fund the foreign exchange 
reserves, which are held in the Exchange Fund Account. The Government has at 
its disposal a variety of instruments to meet its foreign currency funding 
requirements. 


Canada Bills 


In 2004-05 the level of outstanding Canada bills increased from $3.4 billion 
(US$2.8 billion) to $3.9 billion (US$3.2 billion). In 2004-05 Canada bills were 
issued, on average, at an all-in cost of US$LIBOR less 25 basis points. 


Foreign Currency Bonds 


In 2004—05 no new foreign currency bonds were issued, while a total of $2.4 billion 
(US$2.0 billion) matured. The total decline in the stock of outstanding foreign 
bonds, including exchange rate changes, was $3.3 billion. The total outstanding 
was $9.6 billion (US$7.9 billion) at the end of 2004-05. 


Canada Notes 


There were no new Canada note issues or maturities in 2004-05. The total 
outstanding was $1.1 billion (US$0.9 billion) at the end of 2004-05. 


Euro Medium-Term Notes 


In 2004-05 no new Euro Medium-Term Notes were issued, while a total of 
$1.4 billion (US$1.1 billion) matured. The total outstanding decreased from 
$3.0 billion (US$2.4 billion) to $1.7 billion (US$1.4 billion). 


Cross-Currency Swaps 


In 2004-05 the Government of Canada raised $5.9 billion (US$4.6 billion) to fund 
the foreign exchange reserves by entering into 64 cross-currency swaps. A total 
of $3.1 billion (US$2.5 billion) of swaps matured in 2004-05. At the end of the 
2004—05 fiscal year, the outstanding amount of cross-currency swaps totalled 
$24.5 billion (US$19.7 billion) (see Reference Table XI for transaction details). 
Taking into account the effect of cross-Currency swaps, foreign currency 
obligations were 8.9 per cent of market debt. 


Funding and Investment of Reserves 


As the foreign exchange reserves are managed on an integrated asset-liability 
basis, the key measures of portfolio performance include both assets and liabilities. 
The main measures in the area of the funding and investment of reserves are the 
cost of carry, the total return earned on the asset-liability portfolio, and the costs 
of the liabilities. 


Be 


The reserves are invested in liquid, high-quality, fixed-income securities, which 
have generally provided a relatively low rate of return. In recent years policy 
changes have been made to broaden the eligible asset mix, within prudent limits, 
and to invest more in euro-denominated assets. These measures have helped to 
increase portfolio returns. Further means used to minimize the carry of the 
foreign reserves have been the use of cross-currency swaps, which are highly 
cost-effective compared to other sources of funds, and the lending of securities 
in the reserves portfolio. 


Carry 


Historically, the net return of the asset-liability portfolio has been measured by 
using the cost of carry methodology. The carry on the foreign reserves is 
calculated by subtracting the interest paid on Canada’s foreign currency liabilities 
from interest earned on the reserve assets (i.e. the net interest earned or paid), 
plus realized gains (due to gains on US-dollar and euro asset sales). The overall 
carry of the reserves portfolio in 2004—05 is estimated at +27.6 basis points 
compared to +50.3 basis points in 2003-04. The net cost of carry declined 
primarily due to higher US yields in 2004-05, which in turn caused a decrease in 
asset prices and lowered market values of US securities sold. 


Total Return 


In 2004—05 a new measure of performance, total return, was calculated for both 
the assets and the liabilities, and for each currency, with the return on the liability 
portfolio being used as a benchmark for the assets (since liabilities fund the assets 
and assets must match liabilities in currency and duration). Total return is based 
on the market value of both reserve assets and liabilities, and captures the 
following key variables: realized gains/losses on sales of assets, unrealized 
gains/losses on existing portfolio assets and liabilities, and net interest income. 
The Government earned a net return of 11 basis points on the reserves portfolio 
in 2004-05. 


Liability Costs 


In 2004—05 the sources of reserve funding were Canada bills and cross-currency 
swaps. Canada bills were issued, on average, at an all-in cost of US$LIBOR less 

25 basis points, generally in line with funding levels of recent years. In the case of 
cross-currency swaps, the Government raised reserve assets at USSLIBOR less 
42 basis points on average in 2004—05, in line with recent years. 


The 2004 Report on the Management of Canada’s Official International 
Reserves, available at www.fin.gc.ca/toce/2005/oir05_e.html, provides further 
information on the performance of the reserves portfolio. 
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Risk Measures 


In 2004—05 the Government introduced several new risk measures to enhance 
measurement of the reserves’ exposure to market risk. The new risk management 
tools include Value at Risk (VaR), a measure of possible portfolio losses due to 
normal market movements over a given time period. As of March 31, 2005, the 
foreign reserves had a 99-per-cent 10-day VaR of $11 million, which implies that, 
99 per cent of the time, the value of the portfolio would not be expected to decline 
by more than $11 million (or less than a tenth of one per cent), on a net basis, 
over a 10-day period. 


Stress testing, which gives a sense of unexpected impacts on the reserves portfolio 
at times of extreme market turbulence, was also added in 2004-05. Moreover, 
hypothetical scenarios that mimic market conditions which occurred during 

four previous extraordinary events were constructed. Testing revealed that the 
reserves portfolio would be expected to perform well during periods of market 
turmoil, as investors would purchase the same high-quality assets as those held 

in the reserves portfolio in these circumstances. 


Holdings of Government of Canada Debt 


A diversified investor base helps to keep funding costs low by ensuring there is 
active demand for Government of Canada securities. The Government pursues 
diversification of its investor base by maintaining a domestic wholesale debt 
program that is attractive to a wide range of investors, offering a retail debt 
program that provides savings products to suit the needs of individual Canadians, 
and using a broad array of funding sources in its foreign borrowings. 


In 2004, based on Statistics Canada surveys, life insurance companies and pension 
funds accounted for the largest share of holdings of Government of Canada market 
debt (22.9 per cent), followed by public and other financial institutions such as 
investment dealers and mutual funds (21.2 per cent) and foreign investors 

(14.1 per cent) (see Chart 20). Taken together, these three sectors accounted 

for close to 60 per cent of total holdings. 


Reference Table IV shows the evolution of the distribution of domestic holdings 
of Government of Canada debt since 1976, and illustrates that the holdings have 
become more diversified over that period. 


ee 


Chart 20 


Distribution of Holdings of Government of Canada 
Market Debt As of March 31, 2005 
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Source: Statistics Canada, National Balance Sheet Accounts. 


External Evaluations 


The Department of Finance has an ongoing treasury evaluation process to assess 
debt management effectiveness. The Department uses external evaluations to 
assess policies and operational decisions in the area of debt management in order 
to inform future decision making and contribute to public transparency and good 
governance. Independent evaluators are contracted to carry out the evaluations. 
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Table 16 

Treasury Evaluation Reports, 1992-2005 

Area Year 
Debt Management Objectives 1992 
Debt Structure—Fixed/Floating Mix 1992 
Internal Review Process 1992 
External Review Process 1992 
Benchmarks and Performance Measures 1994 
Foreign Currency Borrowing—Canada Bills Program 1994 
Developing Well-Functioning Bond and Bill Markets 1994 
Liability Portfolio Performance Measurement 1994 
Retail Debt Program 1994 
Guidelines for Dealing With Auction Difficulties 1995 
Foreign Currency Borrowing—Standby Line of Credit and FRN 1995 
Treasury Bill Program Design 1995 
Real Return Bond Program 1998 
Foreign Currency Borrowing Programs 1998 
Initiatives to Support a Well-Functioning Wholesale Market 2001 
Debt Structure Target/Modelling 2001 
Reserves Management Framework 2002 
Bond Buybacks 2003 
Funds Management Governance Framework! 2004 
Retail Debt Program! 2004 


' Available at www.fin.gc.ca. 
Source: Department of Finance. 
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Annex 1: Composition of the Federal Debt 


Gross Debt 


Gross debt is made up of market debt and non-market debt. At the end of 
March 2005 gross debt totalled $705.7 billion, up $4.6 billion from the previous 
year and down $10.1 billion from its peak of $715.8 billion in 1999-2000. 


Market Debt 


Market debt is the portion of gross debt that is funded in the capital markets and 
managed by the Government. Market debt consists of marketable bonds, treasury 
bills, foreign-currency-denominated bonds and bills, retail debt, bonds held by the 
CPP and obligations related to capital leases. Foreign currency debt is issued on 
an opportunistic basis. At March 31, 2005, market debt outstanding was 

$435.5 billion, down $4.8 billion from the previous year (see Chart Al). 


Chart At 
Evolution of Gross Debt and Market Debt 
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Source: Public Accounts of Canada. 


Non-Market Debt 


Non-market debt includes liabilities held by the Government outside the capital 
markets. This includes the Government’s obligations to public sector pension 
plans, the CPP, as well as other liabilities, accounts payable and accrued liabilities 
and allowances. In 2004-05 non-market debt amounted to $270.3 billion, up 

$9.4 billion from the previous year. 
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Net Debt 


Net debt is gross debt minus financial assets. Financial assets include cash, foreign 
exchange accounts and loans. Net debt declined by $1.6 billion from $556.3 billion 
in 2003-04 to $554.7 billion in 2004-05. The Government’s financial assets 
increased by $6.2 billion to $151.0 billion. 


Federal Debt 


Federal debt, or the accumulated deficit, is net debt minus non-financial assets. 
Non-financial assets include tangible capital assets, inventories and prepaid 
expenses. Federal debt declined by $1.6 billion, from $501.5 billion in 2003-04 
to $499.9 billion in 2004-05. The Government’s non-financial assets increased by 
$48 million to $54.9 billion. 


Annex 2: Glossary 
basis point: One-hundredth of a percentage point (0.01 per cent). 


benchmark bond: Specific issue outstanding within each class of maturities. It is 
considered by the market to be the standard against which all other bonds issued 
in that class are evaluated. 


bid: Price a buyer is willing to pay. 


bid-offer spread: The difference between bid and offer prices. It is typically 
measured in basis points. 


budgetary surplus: Occurs when government annual revenues exceed annual 
budgetary expenses. A deficit is the shortfall between government annual 
revenues and annual budgetary expenses. 


cash management: Control by the Bank of Canada of settlement balances 
through increases or decreases in the amount of cash balances supplied to 
LVTS participants in relation to the amount demanded in order to reinforce the 
Bank’s target interest rate. 


compound interest bond (C-bond): A Canada Savings Bond or Canada 
Premium Bond on which interest accrues and is compounded annually to maturity 
or until redeemed. 


Exchange Fund Account: A fund maintained by the Government of Canada for 
the purpose of promoting order and stability of the Canadian dollar in the foreign 
exchange market. This function is fulfilled by purchasing foreign exchange (selling 
Canadian dollars) when there is upward pressure on the value of the Canadian 
dollar and selling foreign exchange (buying Canadian dollars) when there is 
downward pressure on the currency. 


financial source/requirement: Measures the difference between the cash 
coming in to the Government and the cash going out. In the case of a financial 
requirement, it is the amount of new borrowing required from outside lenders to 
meet the Government’s financing needs in any given year. 


foreign exchange reserves: Stocks of foreign exchange assets 

(e.g. interest-earning bonds) held by sovereign states to support the value of 
the domestic currency. Canada’s foreign exchange reserves are held in the 
Exchange Fund Account. 


Government of Canada securities auction: A process used for selling 
Government of Canada debt securities (mostly marketable bonds and 
treasury bills) in which issues are sold by public tender to government 
securities distributors. 


government securities distributors (GSDs): Members of a group of 
investment dealers and banks through which the Government distributes 
Government of Canada treasury bills and marketable bonds. 
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inflation: A persistent rise over time in the average price of goods and services. 


interest-bearing debt: Consists of unmatured debt, or market debt, and the 
Government’s liabilities to internally held accounts such as federal employees’ 
pension plans. 


Large Value Transfer System (LVTS): An electronic system for the transfer of 
large value or time-critical payments. 


LIBOR: London Interbank Offered Rate. An interest rate charged among banks in 
London for short-term loans denominated in a specific currency. 


marketable bond: A Canadian government debt security that is non-cashable 
prior to maturity, but whose ownership may be transferred from one holder to 
another on the open market. 


marketable debt: Market debt that is issued by the Government of Canada and 
sold via public tender or syndication. These issues can be traded between 
investors while outstanding. 


monetary policy: A policy that seeks to improve the performance of the economy 
- by regulating money supply and credit. 


money market: The market in which short-term capital is raised, invested and 
traded using financial instruments such as treasury bills, bankers’ acceptances, 
commercial paper, and bonds maturing in one year or less. 


offer: Price at which a seller is willing to sell. 


overnight rate; overnight financing rate; overnight money market rate; 
overnight lending rate: The rate at which major participants in the money 
market borrow and lend one-day funds to each other. 


primary dealers (PDs): Members of the core group of government securities 
distributors that maintain a certain threshold of activity in the market for 
Government of Canada securities. The primary dealer classification can be 
attained in either treasury bills or marketable bonds, or both. 


primary market: The market in which securities are initially sold or offered. 


regular interest bond (R-bond): A Canada Savings Bond or Canada Premium 
Bond on which interest is paid annually by cheque or by direct deposit to maturity 
or until redeemed. 


repo; repurchase agreement: A transaction in which a party sells a security and 
simultaneously agrees to repurchase it at a given price after a specified time. 


secondary market: The market in which previously issued securities are traded, 
as distinguished from the new issue or primary market. 


turnover ratio: Volume of securities traded as a percentage of 
securities outstanding. 


yield curve: The levels of interest rates from short- to long-term maturities. 


Annex 3: Contact Information 


Department of Finance Canada 
Financial Sector Policy Branch 

Financial Markets Division 

140 O’Connor St., 20th Floor, East Tower 
Ottawa, Canada K1A 0G5 

Telephone: (613) 992-9031 

Fax: (613) 948-2039 


94 DEBT MANAGEMENT REPORT 200 05 


Reference Tables 


I 


II 


Ill 


XIII 


XIV 


Gross Public Debt, Outstanding Market Debt and Debt Charges ....... 5D 
Government of Canada Outstanding Market Debt ................... 56 
Average Weekly Domestic Market Trading in Government of Canada 
Securities Apri 004 to: Marek: 200 pe 2. ake es ee eee eee Sf 
Distribution of Domestic Holdings of Government of Canada Securities . 58 
Non-Resident (Direct) Holdings of Government of Canada Debt....... 64 
Fiscal 2004-05 Treasury bill Program: 29 ee 3 ee ee eee 65 
Fiscal 2004—05 Treasury Bill Auction Resultse .. 5..20.. 0.025959 0..7.. OW 
Fiscal 2004-05 Canadian-Dollar Marketable Bond Program ........... 68 
Piscal' 2004-05 Marketable Bond Auction Results)... 3a see ee 70 
Outstanding Government of Canada Canadian-Dollar 

Marketable Bonds as au Ware lic |e ()10) usa ee eee | kee ae ore fal 
Government of Canada Swaps Outstanding as at March 31,2005 ...... fe 
Bond Buyback Program—Operations in 2004-05 ................... 78 
Canada Savings Bonds and Canada Premium Bonds, 

Wis@alsl 933-0400 Miscaly 2004-05) (icy wes Cena 82 
Crown Corporation Borrowings as at March 31,2005 ................ 83 


SSL ail et a RGN 


55 


‘sayelulyse eoueUI JO JuUaWeEdeg ‘maiNay BOeURD JO yUeG ‘BPEURD JO SJUNODOY OI|GNd :S801INOS 
‘suolyeBi|go esee| jeyideo sapnjou| ¢ 
‘glqe|leve JOU ae 86-/66BL O} 9E-SR6I 40} SeunBy anesedWog “Week au} JEAO BHRIOAY z 


‘Bulunoooe Jo siseq jenso0e |jN} BY} JO UOAoOpe BU} JOS|JeJ O} 
$0-z00Z u! Anubis pebueyo qep Hueeq-}seJejU! JO UOIUYEP SUL ‘yeah 01 We8A WO ApyBis Avea Aeuu ABojopoujeww uolyeyngjeg “|S yosey\| JO se }qep Huueeq-}Sese}Ul JO 4 , 


| Lov LG OLS GSE Lye 6'€9 L'e9 2°SOL GO-v002 
: L6'V eC 1°85 © Ov 8'GE v'v9 8'€9 L'LOZ vO-€00% 
i ce'S oS? Z 19 verry ele 8°S9 8'G9 ‘O02 €0-Z00Z 
‘ clone v1¢ L"09 6' Vv 1'6E 919 v9 SOL ZO-LOOZ 
4 LL'9 7-08 g'09 O'6rr 6'Ev 9°19 g'L9 ISL LO-0002 
/ GL'9 SOE L'6S O'6SY ve 9°99 G99 S'GlZ 00-6661 
i 029 8'0€ G’8S o'er ee 9°99 G9 6 rLZ 66-8661 
i v9'9 Oe 8'9S 2 69V Ler L'€9 S04 9 86-661 
; 99°9 O'es ges 8'8lLv SU 119 v'602 26-9661 
: vel eSE 6 Ly vil v'6Y 69S © 169 96-S66 | 
i 262 VLE vbr 8 crr cvV mete) 2'8v9 G6-r66 | 
| G29 0°82 GV Gly L'Ov Ses © 209 v6-€66 1 
; 88'Z v'6c O'6E 68 ely v'0S & 9S €6-266 1 
98'8 vce 68 O'ESE 6S 20S ove c6- L661 
| cZ'0L eve G'8E O'Sze O'SY v'0S 1 18V L6-O0661 
| crag gl Le L'8e 1'G62 Guy 6'6v © 6brv 06-686 | 
1 c8'Ol G92 ole ViLhe GSE 9°6Y v lev 68-886 | 
. 19°6 LEZ aoe 619% J LE oLS O'8se 88-2861 
/ ve'6 GLe 6'9€ 162 L'82 6'0S o'sge 28-986 L 
99°01 L0G 19€ €'207 leks BLS v6LE 98-S86 | 
2 

: (%) (SUOIIIIG $) (%) (SUOI|IG $) (SUOI|IIG $) (%) (%) (SUOI|IG $) 

aye, soebieyo uoilmod ebulpuejs}no soeBueyo 2uolod ,uoilmod Hulpuejs}noO i seek jeosi4 
/ }SO19}UI 1GEP |e}OL ayes-pexi4 1QEpP |e}OL ayes-POXly —-9LA-PXxI4 

i abeiony ebessay 

: } jqep jeysew Hulpuejs}no 1qEep oI1GQnd ssoJy 

. sebieyo 1geq pue }gag Jayvey Bulpuels}nOC 1Geq !/QNd SSO1H) 
| FIGeL POUDIBJOY 


96 DrBT MANAGEMENT REPORT—2004-2005 


"epeued Jo yueg :eounoS 


"SOAITEIIU Gueo UYeoy 
JO JoedseJ Ul S8e}sr4} a4} 0} Panss! SuO!TEHIIGO e|qe}eyJeU-UOU PUB PUN JUBLUJSEAU| UB|q UOISU8q BPEUBD 2} 0} panss! suOITeBI|Go ejqejayew-UOU sepnjoU 


‘SOJON WO | -LUNIPA|\| O1NF sepnjouy , 


“SJOQUUNU S,adUBUIJ JO JusWULedEg PUue 
S,epeued JO yUeg OU] UEEMJeq SEoUAtE}IP JYBHI|s 0} enp sped ey} JO LNs By} jenbe jou AeW jqap Jee HuIPUE}S]NO [e}O} BY “SPOUJOLU UOEOIJISSE|O Ul SBOUBIOLJID O} 
anp SevyObe}ed sJUNCSOY SIGN Woy AyYyBis Aen Ae Yyoiym ‘sodas epeued JO yUeG UyIM BOURP1ONIE UI S| ]GEP EPEULD JO JUBWLEAOD JO UOHeEZUOBayeogns ‘salon 


608 '6or 
99¢'6Er 
789° 8Er 
LE cpr 
vol SvV 
90r'9Sr 
Lev 09v 
L6z'Z9Or 
cS8 OlP 
LvS 69r 
866 Orr 
GLOELY 
Lyl'C8e 
G88 LSE 
€06'€ZE 
29S 'V6Z 
LOe'922 
608'0SZ 
LL9'8ce 
Goa lOc 
6b cll 
LO6 cr 
c9G OL 
291°66 
8EL'Es 
LZO'SL 
Ov9'99 
v99' ls 


agep 
yoysew 
JE}OL 


L6S'9Peh oO @) 6822 Z98'S Ov6'6 SLZElLp 2007'S cre BL Of 690" 7 00e 771 GO-v00Z 
GLO VC &O @) S80'l v9s's €7S'0Z v6c rly LGo'e LoS te ccO 9% =§=©6 OOV'EL L v0-€002 
8rS' le oO @) SeG'v ©09'2 oly vl 9EL‘ZLy 6968'S 81822 682'982 O09'r0L €0-200Z 
(Ay AGA) @) SOV‘ gge's cS9 61 G2Ll'vly 9ge's 620 ve Ol6'Z62 ~=—s-: O02 6 ZO-L00Z 
eevss ~0 @) G69'S raga 60S‘02 Orr'ZLL pOv'e LSy'9% 6/8662  O02'88 LO0-0002 
ovgo'ze =O @) B9L'sS 800'9 p9r'l? ALenA LEVS GUL? OSZ'e62 0S8'66 00-666 | 
goo‘'9s Oo @) C89 LZL‘OL SSO'6L Ler Vav 690'r OL8'8z vl6'P672 0S6'96 66-866 | 
Cae 6) @) Q/L'S 9S0'6 06S‘ L GvO Orr 9Gr'S ZOE‘0€ L86'66Z OOS ZI 86-266 | 
LEO CEP ay @) Ege 9er'8 o9r'Zl 8E8'SGr g9r's GAS 6S0'782 O0r ssl 26-9661 
Olv‘9lL =O @) OLS 986'9 viS‘6 062'2SP g/r'S LOg‘0e LLv'ZSZ = OOL ‘991 96-S66 | 
L2G Gla 0 @) @) 9r0'6 GJgiL LO0%‘ver 8sr's Q9GZ‘OS ELS'GZZ = OS POL S6-r661L 
g99'0l 0 @) @) 6y9'S 6LO'S 9€2'SOr L6V'S 99808 OLE'S0Z 000'991 v6-€66 | 
g/r'sS @) @) 0 rAcieird 9262 G/B‘ LLE SOs‘ 78s'cs 9or7'S/ | OSO'Z9L 6-266 1 
ges‘ ) @) @) @) Ges‘ L68'8rs LoS‘ LSo‘'Se 6S0'8S | O0€'ZSL 76-1661 
C9G'r 0 0 @) 800°} Ggc‘s GZO'0ZE c6y'S ZBL'SE Lo9‘Srl OSL‘'6EL 16-0661 
OLg'sS 0 0 @) Orr‘ | p9Ie'Py OLS‘68Z Zl0'¢ 202 Ov L89'ZZ1 OSS‘'SLL 06-6861 
ZEL'8 ve6 @) @) ext c29'9 LOS‘g9z GOO'S 8r0' Lr SrZ'SLh 00Z‘ZOL 68-8861 
OV Viewer Cc, 0 0) SyO'l 8er's 666 '6SZ C6Y 8gS‘zS 668'S0l 0SO'l8 88-1861 
Cue Ol MVOC 0 0 SyO'} OZ1‘6 OCA 2 962'L vS8'er O¢S'r6 0S6'92 28-9861 
Mie Claeys Seore 0 @) Leo'6 GOL‘S8L Gry LO9' br COLL 0S6'19 98-S861 
§S0'8 pute 606' | @) 0 cl6P 920'79L SO? LOL‘Sy 7Se'69 008'ZS G8-r86L 
vle's 86S OLS @) 0 908‘ ggc‘Zel 681 Sor'se 9/6'9S OOZ' LY v8-€86 | 
ve7's rAe}9 @) @) @) Cl8'7 ccS OL} a 6G1'ZE Slp'8y SZL‘62 ©8-Z86l 
LIY'y OSS @) ) @) L98'S cve 88 7Sl 801'SZ GO9'Sr G/JE6L c8-|- 861 
LEQ'p 970'} GSE 0 @) 9ez's 878'sZ QEL 996'S| 9/6'0r OLL'LZ L8-O861 
LOL‘ O€0'} 6SS 0 0 PAROS 200'89 SLL Z8t Sl L8E'ES GZE'OL 08-6261 
Oey GLL‘L CBL'Z @) @) BLES 290'09 96 Syr'6l 886'92 Gec‘el 62-8261 
LEO'L 0 OS8 @) @) LSk 090‘1S as) 9S0'8l GyO'lLZ S67‘ LL 8/-2261 
(SUOII|ILU $O) 
je}OL SUueO| sBulmeip : ,S9}0U 9 SIG spuoq jeo] spuoq }qep spuoq SIG sieok jeosi4 
Wd] Aqpue\s epeueg BpeuegD 3/|Qe]Oy1e|/\ ddO |feJOY BIQe}e1e|\j Ainsead} 


saidueino uBiesoj ul ajqeAeg 


SJe]|]Op ueipeuey ul aiqekeg 


— 1geq jawey BuypuejsinQ BPeUeD JO JUBLULIEAOD 
i] aIqGeL aoudajay 


o/ 


TT TE EE 


‘epeueg Jo yueg :80inNoS 


Gee'Sel 6SL'S80L 66V 6te' S| 090'rS LSv‘Or Sal a as GOOd Yojel/\ 
OLL'8Zk GS8'zOk 6EE LZS'vL ov8 Sv SOL'6E L9¢'S?e goog Aieniqe 
OZO'LLL 8e0'r8 VCC O66'C1 26¢ OV ZeG'0€ C86 92 goog Arenuer 
BLO OL vle'66 ose 6916 6Lv'0S vVe'6e vr9'9e yOOd 48QW999q 
cOL' LS 28¢'S6 69¢ BEL LL LZE'OS 60S9'SE GLYv'9c YOO? J8QWSAON 
LLG'OLL SO6'Z8 89 Ovr'6 OSe' Ly 298'9€ 909' 772 vOO?d 4899}9O 
268'°8L 1 986'16 Gas 9r7S'8 86697 OZ | '9E LL6'9% vO07~ 4equua}das 
6LL'26 OBL LZ GGG cLl9'9 O80'SE GLo6e 626'S2 ood Isn6ny 
888'86 Li tebe LGC S088 269'9€ c86 Sc Lvl‘ L?e ood Ainr 
268°€S1 O6t' v6 86 LS8's cc 6Y 8LE'SE LOvV'6e yoOd 9uUnr 
co£9 SOL 9SGL'S8 c9E 9lLS8‘OL LZvL'ev Le? OE Qlv'S? ood Aew 
OZO'SLL 89768 C8 68r'Ok OOS Lv 268° LE GSE? 7007 IH 
(SUOI||!LU $) 
je}O] spuog spuog sueak OL sueak Japun pue sjjiq Aunseauy, 
ajqejeysew winyoy J2AQ OLole sieak ¢ 
Jeo] JB3Y 


spuog ajqejawey| 


G00Z YEW O} POO [LiCl ‘S@I]LINDES BPEUBD JO JUBWILIAAOH Ul Bulpel, Jaye OSEWIOG Ajyae/y\ EBLIOAY 
Il AIGeL eoUaIEjoY 


58 DrbT MANAGEMENT REPORT—2004-2005 


©68'EL 7 v8l'L9 eG‘ 9e 8SS'88 89196 oge'e LOLS Blt GLL'8 BOLL? 7002 
LS9'ver Ov6'89 6L1'8E 816'98 2SZ'001 6LO'S ve6' 19 868 0 Ge6'L LLY'0% ©002 
LSL‘Ovy L80'88 9er'ee LZS‘L8 697‘ 6 Zoe's 2S0'99 6S8'8e LLVy'8 098'22 200% 
vee Bev pZ6'08 Lpe've c8y'Ol vvl'66 Lg‘ 96e'S9 vO? Le Cr9'L 6246'S L007 
B1S'6Er LLV'16 082'0S LL6‘'oL cSZ'80L CVS‘ 692'8S QZL'LE 290'6 6Gc'Se 0002 
2L0'8SV 697° ZOL p6E'8z LGZ'18 9S9'80| vr6'L O80'rs G1O'6Z 062'6 BLL Le 6661 
9ZS' LSP 692'90L vLb'82 G68 ‘62 289'66 6S9'9 Gle'99 Phe GZS'8 LEG‘SS 8661 
LZ|‘SOv GO8'ZLL 60S'SZ Spr 6 L66'76 vS0'Z GL L‘29 S6L‘L?2 OZv‘OL 7668 2661 
L8v CLV ply Slt 8Z8' ve VIG LZ vZ1'06 cS6'OL 682 vl 9GG'Sz SLO'OL L189 9661 
O6E' LO CrS'OLb vee‘ 9~ vv0'6S L9V'L8 Lv6'0L 09S'92 06S‘? 8r0'Cl 298'8r G66 
112980 O80'OLL L96'VZ Lv8'ZS GrS' 8 766 '6 ©90'02 2067 6S0'Zk cv8'ZS v661 
LE0'60r 2v8'80l L6E'8} Lze'Sv 116'69 6ec LL eve 09 86r'€c 6SE'OL Lez‘ 19 ©66 1 
vSLl'vle 8/8'88 Geen 96€'6E Zv0'29 Scr ck GSS‘ vr L09'C2 969'E | Os6'02 c66L 
972 6VE ©G9'Z8 GLO'L? vSO'Se 978 lS L60'ZL C6L'SE O16 ce O8S' LL Gr6'tL L661 
O80'8l© 98G'el plS'6| LGO'9Z 786'2S O9r'OL vee ve GZE‘'07 Hh geael 620'08 0661 
©62'962 LOL'L9 Ors‘ ZL 0S6'67 LE0'8v vS8'6 708'0¢ Cela ZOV' Lh 99S‘ 18 6861 
972 PLZ VEL'LS Q8L‘ZL 8Z0'61 O9r' er coy Z GUL ke 909'02 ve9's L6S°98 8861 
COL'Sve cOV'9E SL6'EL LvS‘6l 018'8e 00r'9 cLO'OL L0Z‘02 L698 CELE 2861 
Qly'slz 090'Se ©62 LL rls L88'VE EG (ayia As plesl 6G¢°9 SLO LL 9861 
8S1‘961L 809' 12 90L‘OL 980'S|} g90' LE 90L'S S61 ‘SL 899'S 1 lge'l Leer G86 
vSl'y9l SOZ‘9l 99L'Z 8/6 LL 6S0' v2 L88' vOL'Sl velZt €81'9 87209 7361 
LeG'8el L60'Z1 Lzo's 7866 QLS'ZL LGG‘s ZOL'SL 69891 ZOS'S 90¢'0S S861 
Gge ‘cll Lee Ol vS9'V LLL'6 token 88z'e 6g bt 8cr'sl TOGG O¢E er C86 L 
10L'26 ZOL'6 v6L'Y cve's 69S'OL cSy'c ©00'0L OOL‘ZL (ere GZv'ee L861 
ZS1'08 0eg'Z Src L9G‘ vle6 Wee ZO00'OL 8G8'SL ggg €Se've O86 
299'89 9G6'S 818° SOL'y QLL'9 7g9'l 9SL‘OL gg9'e} vle pyle? 6261 
908'09 OlL'v ah). LLO'Y o/s LOG‘ L 968'6 LOO‘ L 10) 6c. 6G 8/61 
660'0S G8‘ vlO'L LLC LoS 8r0'| L096 8972 OL LZe LEC OG L261 
CvO' SV rAcioa ool Clarc Qor'l Qi Z 999'8 cve 8 G6E e621 9/61 
(SUOII|ILU $) 
<[e}0 I. . ubie104 ,JUsWUIBAOB eSUOI}N}I}SUI spun} zsyueq syueq epeuey suoljesodiuoo sasseulsng pua 
JO SJ9A9| jeloueull uoisued pue -ISenNH Ppss9sUeYDO JO yUeG JEIOUBUIJ-UON poeyesoduoouiun JeOA 
Thvd JayuyO pue saiueduiood pue SUOSJ38d 
o1qnd SOUBINSU! S}I7 


SpUOg LUNIWeig epeUeD PUe spuog sbuIAes epeued ,‘spuUOg ‘sijig eDeUeD ‘sijig Ainseas|— LYvd 
SONLINDAS BPCUBD JO JUBWILBAOD JO SBuIPjOH IIJS@WOG JO UOLNQUISIG 
Ai e1ge eoussajay 


59 


00°00 1 cB Vl c8'8 OV'le 6 SG c8'0 Seok ©6'6 86" LL’S vOO? 
00°00 L 98'S 818 22°64 LOCC €8'0 cOGh 6¢'6 o8'l LL'v ©0072 
00°00 L SO'0¢ 09'Z cS Bk VLGG GZ'0 LO'SL €8'8 lob 6L'S 200% 
00°00 1 Cv’ st Asia Ly LZ Ola L8'O 68 VL Vas: VEE Spas LOO¢ 
00°00 L L8'0¢ 68'9 L8'9Ol VLC S9'0 9c'Sl co lL 90°S LG°L 0002 
00°00 L CO CG 0¢'9 VLELt GL EG SLL ES bE Ge9 CO’? OLS 6661 
00°00 be SG 9L’9 OV LL 6L le OV LS’ OL'9 98" Go 2 8661 
00°00 L 90'VE 8V'S 80°21 ov 0G Acme 9G VL G8'G Go'G 89°83 2661 
00°00 L 20'S GoS DESL 80°61 CLG omens Lvs CLG 816 9661 
‘ 00°00 90°SC LL’S O8'Sh 9681 We 6°91 LL’S LOS 6G°OL G66L 
| 00°00 C6'GS ol G ERG QO0'8L DG G 90°91 LLG OL EL Gk ve6l 
: 00°00 L L9'9¢ OSV 80° L 60°21 GLC? ol vb VLG CGS Z6'v1 C66L 
‘ 00°00 L CLEC OVS LS’Ol 9G°OL Cou 68" Lk €0'9 GOS c6'Sk c66L 
| OO0'O0L vVO'ES c0'9 9v'6 9G°9L OVE Gc OL ae) Gee 68'°0¢ L66L 
i 00°00 C8'CS GL’9 6L'8 99°91 6d'€ cL 6e°9 Loe BL'Sc O661 
: 00°00 €8'0¢ cO'9 80'°8 Lo9l fe & cO'L Cee G8'e eG le 6861 
00"001 GO'SL 109 v6'9 Syst CLG Ol 2 GL GLe ZSLLS S861 
: 00°00 1 96'VL LL’S c0'8 GOS eG 1G°9 608 ALES GOVE 2864 
4 OO0'O0L VI'Sh LLG v's ZOSL bce vL'S ivS 13°S VGC 9861 
4 00°00 AO a GL'S 69° ys'Sl L6"S yas 66'2 peibgs: 68°ZE S861 
/ 00°001 28°6 LEV Oey vOVL 86°C vco6 2V'OL hile LO'LE vS6L 
: 00°00 1 €l'8 v8'e bese 98°SL LO'V O6OL LVGt 26: & Lege C86 
: 00°00 1 99°6 GLY 8L'8 GLEL 66°C LO'OL VLEr O'S (Oars c86l 
: 00°00 c8'6 Ao 4 QL'S OV vo 6Z°OL GV'SL 9S°0 GO'9€ L86L 
| 00°001 cG'6 Oe'S v6'9 LG LL Ove BY cl 8Z°6L 690 92°08 O86 1 
4 00°001 29'8 6L'V 86'S 826 Gv'C 62 Vb 68'6L cue) OL ee 6261 
i 00°00 vel 8's LQ°9 GLO ome AGI 9. vL6l 99'0 PR Sy Sh SZ6L 
4 00°001 9e'V cO'S co 9 Coy 60°C OL6L 0S'0¢ v9'0 ZV OV £765 
i 00°00 1 CBE vl Lys ove OF | L9'0¢ 09°61 v6'0 GO'CV 9/61 
(%) 
fe}OL ubias04 »JU@WIUIBAOB eSUOI}N}I}SUI spunj zS4ueq syueq epeueg suoljeiodioo sessouisng pue 
JO S|@A9} jeloueuls uoisuad pue -ISenNH posopeyuy joyueg jeioueuij-uON pe}esoduooulun sea, 
Iv JayyO pue saiuedwoo pue SUOSJ38dq 
oNqnd QOUBINSU! S{I7 


SPUN WINILWUSId EODCUED PUP SOUOG SBUIAeS BDeUuey) , SPUuOg ‘SIIIG BPeUueD “SII Aunsead | — 4 lHVd 
SOIJLNDAS BPBUCD JO JUBLULUAAOL JO SHUIPJOH II}JS@WOG JO UOIINGLISIG 
(P,jUOD) A] AGE] BOusIEJOy 


a ee Oe ee eo 


: 
| 


SL gua Wamecuiebumaabs 


es 


60 DEBT MANAGEMENT REPORT—2004-2005 


6SZ'OLL BIS'Z 6S0'er vgS'el 618 v8S'Sc LSS‘ LL 68r'S L68'Z 7007 
OZr'80L Lv9'L Geely Srr'vl or6 OSL‘9Z Cer gg9e's £08" | ©002 
L69'26 GLL‘Z 280'0v 89L‘ZL 802 698'8 | 6E9' LL v68'S LSS ZOO 
86126 8e8'9 pSL'ZE LOv‘OL G19 696'6 Lev th 066'9 prl's LO0Z 
€89'7L 80L'S 280'L€ CoCr. G89 88l‘9 060'8 Gel'9 89g‘ / 0002 
06'S L6V'e co6 98 8ZL'8 pO?’ v18'6 yes'g Z99'9 6eS'8 666k 
GG6'22 BLG'e 80S'ZE 6cS'P COE c CLL'OL 6220 ol rare) L6Z'L 8661 
860'S6 ©08'E 6S9'E vy6's COL'S Srr'6l Se7e'vk 8g8'9 996'S 2661 
LGS‘Z LL 797'9 ASVMAS: OZS‘EL 66'S OLY'ee ©6S' 2 G8z's vZy'Ok 9661 
pcG'Cel ©09'0 C8L'SZ GLE'Sh O92'2 S98‘0S 86281 v02'6 962'91 G66 L 
9SE'6c 1 LE9‘OL FZ0.CC Q/E'vk 6289 GLP‘Oe €26'8k 66r'8 c9G‘ LL y661 
289'6E1 LGL‘Z QEe't S80'ZL1 GE L06'6Z 9/89} 259'6 6S7'272 S66 L 
969'8S 1 9Z1'8 206'61 6E9'EL 979'6 686' 22 veg'r vSc'L LO6‘Ze c66L 
698‘ 221 LIV‘Ol 9e9'/ | 9ge'cl 680'6 Z8E ve ©60'E | Lev'Ol ©2708 L661 
LEO'6LL 88e'6 867'SL felt 9/6'8 Lpe'Zb pZS‘Ol 9G/'O| Lor‘9e O66 
66701. 1SZ'6 806'Z| 799'6 OLL'S OL‘ ZL Aaa 899'6 9S1'672 6861 
21628 QeL'L COL‘6 8r9'L vlLg's veo Sk Gy6'6 ply l ClL7'0% 8861 
292'69 Z00'S 68S'6 908'r GZL'S 86r' LL 289'6 Coad Sel‘ Lb L861 
Zv0'99 OLP's vOL‘OL c6G'S 602'P7 LOL'SL L96'2 Gl8'y 8SL‘9OL 9861 
LLE‘9SG OSL‘ 6218 vé6'S LSg'e 629'Zk G86'e LLG‘9 Ove'ek G86 
LG6'Sp 86r'2 pvs'9 Q/8'e C6L' 26671 SL‘ G29 pSy'l pS6l 
GLg'9E 98c'L glEe'g 1892 OSL‘ 62821 G6S'‘Z OPL‘S 991‘ ©861 
Z6Y' Ve 66k‘ L 800'S pre L 1GE 1 ve0'Ol C8r'e O€6' | IbSrAE 2861 
88s‘6l Z80' | Jeera 09S Sve 269'8 Ler's 69€ 6L0'L L861 
0z9'61 ZS‘ Ih Lev'z O9r 619 009‘ 2 LLE'S 88z ©67' | O86 
889o'rl org OSS‘ I Gye G9 069'9 Gre'r GOL gel 6261 
G8e'el 61S pSg'l L9Z S61 LIG‘S 299° S6L Q/G 8/61 
c1S'6 LLE 0Z0't 86 er 6r6'7 Lor'z 9EL v6E 2161 
€8e'Z S61 GLS vY rae) 6LoV p96'L GZL LZt 9/61 
(SUOIIIILU $) 
J2}O | ,JuawUsaA06 : -SUONN}SUI spunj 2syueq syueq epeuey suol}yes0dioo sassauisng : pus sea, 
410 S[9SA9| jeloueuls uolsued pue -ISENO psJeveyyDO jo yueg JElIOUBUIJ-UON peyesoduoouiun 
hed JayujO pue seluedwoo pue SUOSJ8d 
DNGNd SOUBCINSUI! OJI7 


sllig epeued pue sig Ainseel]— 9 LHWd 
SONLNDES BPCUBD JO JUBLULUEAOD JO SBUIPJOH OSEeWIOG JO UOHNGLISIG 


(0,JUO9) Aj BIQeL BDUsIBJOY 


61 


So a i as Pant neat eT 


O0°001 90'2 Z8°8E 9c'Cl v0 OSS ev Ol 96'7 LOS vOO? 
00'001 GOL oF Be Cor 280 0G EG cs Ol S6V 99°} C007 
OO'OOL 6c 2 90° LV SO'EL oZa0 ie Ol! 66 Lb vo9 99'0 C00? 
OO0'O0L CV l O€ OV Soll E20 L8’OL Beal BG Z 8V'6 LOO¢G 
OO'OOL oO Z LL GV v6'6 v6'0 LG’8 re IIE 266 Lv OL 0002 
00°00 1 OLY Go eV cS'6 6L'e 6V' LL GO'OL Os’ OO'OL 6661 
O00'O0L 6S'7 ZTE. LBS HONS VV IC OZ.G4 Z6'2 99°1 8661 
00°00 OO'V 9E"VE Lv6 O€'e 9V7'0¢ S6Vl COL 809 2661 
O0'OOt ceG 62°2¢ dy \kl 99'7 lL6'6L CO Vl eOZ 68'8 9661 
00°00 1 vel 98'Sl JANG |ENe L8G CL OS OL SE 68'9 Oc cl S661 
O00'O00+ co 8 cO LL Pak b ceg LG'S? Z9O'VL ZG°9 SS eL ve6l 
O00'OOL okG 66'St oc ok 09'°9 bVeLGs 80'cl L69 99'6L C66L 
00°00 1 609 Gevl €8'6 S69 BL 0d GG OL LLS CLES c661 
O00'OOL GL'8 6Z Et 69'6 epee ZO'6L ve Ol 918 6LE¢ L66L 
O00'001 682 eet. 98°6 vol 667k 88'8 vO6 €9'0€ O66L 
00°00 1 c9'8 cO'SL LO'6 9G 2 ee Ot ZE OL LO6 LVLLG 686L 
O00'O0OL co 6 LO 6G 6 ZL9 9E'sl 66' LL v6'8 SEC S86L 
O00'OOL COL V8el veg 8E'G O09'9L clomons vv OL 09'S 2861 
00°00 1 LLG 6E'SL vs ol Wye 96'S 90'SL sez LV'VC 9861 
O00°OOL vel vv vt 269 8v'9 MA 802 LSE |: 69'E?S S86l 
O00'O01 vg voVL vv's 80'°9 8c 8c GOL 99'S L co Oh veel 
O0'OOL 6V'€ O9'VL E0°Z v9'8 S6'VE GO'Z S6EL eo Ok C86L 
O00'OOL O6'V Sv'0¢ 80'S vGG 26 OV VL OL ciomya GO'S cS6l 
00'OOL oGG OLLL 98'S Gli 68° CV olive Bel Oc'S L86L 
00'O0L Pea Bech ve? Glee ec BE Ol Le JLig LOL O86l 
O00'O0L VLG GS'OL LOL vv O GSS 8S9'6¢ oll ves 6261 
O00'OOL 6lL'V Sock NG, 9G‘ GS VV O08'8¢ O9'L GOV 8/61 
O00'001 Loe cL Ob €O' | OG’ €0'oS 18°S¢C oe | VIV 2261 
00°00 G9’? £02 09°0 LZ’°O C6 LS 26 9¢ Gia GES 9Z6L 
(%) 
<JeJO] ,JU@WIUI8A06 eSUOI}N}SUI spunj zsyueq syueq epeuey suolyesodioo sesseuisng pua Jeo, 
JO S|@Ao} jeloueuly uoisued pue -ISENH poiwpyeyuD jo yueg JEIOUBUIJ-UON peyesoduoouiun 
hed 4@y}O pue saiuedwoo pue suosied 
oNgnd QOUBINSU! 94I7 


Siig epeued pue sijig Ainseai|—q LYVd 
SAIJLINDAS CPPUBD JO JUBWUILUBAOL JO SHuIpjOH ONSEeWOG JO LONLNGUISIG 


(P,1U0D) A] A1Ge | BOUaIBJOY 


a 
Saath 


: 
os 


62 Dest MANAGEMENT REPORT—2004-2005 


VLE Lb? 90L'82 SOS'SP 0C9 ¢8 L9S°? cer Le 92S'6S 989°¢ 11281 vO0d 


162 992 ZoS'0€ 68S‘ vr vlLe'sg 9/9'Z v8l'cr G99'8z 69S‘ 79'S £002 
68c vSZ Lce'92 per ly G69'78 66S '2 Ss Lr OZe7e C25‘ 600'272 rA0)eY4 
cS '997 60S‘ 22 8Z0'6E Sve'68 989'Z Lev'Gs UTES egg Gee Se LOO? 
BLP Slz CLL'GS vé8 cv OeS' LOL roe L80'%S 969'O7 LEC G 169'SZ 0002 
peVv'0le L68' V2 GZo'vy 8zS‘00L Oll'y 997' br L67‘0Z 829'7 629'82 666 | 
808'222 96S‘ 72 L8e'lv 8S1'S6 LO?‘ 299'6Y cSt Lk OLE’? Se ZAAS 866} 
897192 901' 1? 26L'9V 2v0'98 LZ6'e L90'8v G96 ‘ZL 719° 8S6'Ee 2661 
ZOL'9E7 v9S'8l Z9L'8E vSg'Ol 6Sr'S BLE LS 696'L 8eL'k CLES 9661 
CBOVILC Lel'SL Log'ce cS ol 1816 G69'Sr 260 S vy8'c L29'ZE G66 1 
Ly3‘96L 9ee'rk 928'0€ 69179 CELL'S 879'6E 626'S OvS'e Og2'Se v661 
L6v'091 Ore LL G86 ‘oc 2o8'CS 200'2 Lpe‘0e 7099 ZOL COLES ©66 | 
O8l‘Zvk 96r' LL 68761 SOV‘ Sr C8L'Z 99S'9 | S162 ovVy ce 620'8S C66 L 
Oes'sel 86S'0L SlLy'Sl O9r'St Z00'S Obi! WES Syl 'b CCG CV L661 
Sor‘ 91 981 ‘OL soy lral Loe ly v8r'k 68e'9 LGL'6 LvO'l BLO'er 0661 
682 ZZ 68S'8 cvO'LL ELE'Se Belt v6E'S 600'01 vel't OLv'cs 6861 
G6L ‘Or 09r'6 G68'6 ZLS've 8/8‘ | L68'S L990 OZe'L gle'99 8861 
v00'8EL 916'8 8S6'6 v90' Pe G19‘? vLS'p 6LS‘OL 6SE' | 666'S9 2861 
VLE 6LL L131 0SZ'8 G67'LE 89S'Z 8197 ZOv'OL 78e'l GL6'7S 9861 
6o7 Stk 016'S 2969 VV Lc GSO'Z 699'Z 689'L | 0/8 L66'09 S861 
866' LOL 899'r vev's E9L'0? G60‘ LOL‘? 699’ | 80S p67'8S ve6l 
Le9'68 GoO'V 809'r 6éc Sk LoS AAs 9c vk QGe OrS'9r S861 
9ZO' LL Gcy'e 69L'P 206‘ LL Le6'L 66k‘ L Gr6'ZL Zee ©80' Lv 7861 
LL0'v9 Glin GGL‘ 600'01 60L'S 90r' | 699' | | LG} 907'ZE L861 
Z06'2S QEl'Z GELS v18's CSL 2092 LvS‘OL L9Z 092'22 O86 
©20'8t GEO’? 6GG‘Z LZv'9 619° 1 g9r's LLe6 602 6SE'2? 6261 
LSO'Sr cod! 69V'Z LLV'S pre’ | 6LE'V ver's GOZ LV\- EC 8/61 
cOv'Se ©OL 760°C Sag G06 CGO 208'2 SSL ©8861 L161 
LOCS Leg BSL‘h 26S | 799 Loy'v 8/29 O12 LQ2‘Z 9/61 
(SUO}||| $) 
Je} nb ,JUSWUIOAOB eSUOIIN}I}SU! spun} 2S yuegq syueq epeuey suolyes0duoo sassouisng pus Jean 
JO S|SA9| jfeloueuls uoisued pue -ISENH pssaueyD jo yueqg JEIOUCUIJ-UON peyesoduoouiun 
IV JayujoO pue saiuedwoo pue SUOSIJ8d 
DIGNd SOUBINSU! OjI7] 


\spuog—J LHVd 
SONLINIES CPBUBD JO JUBLUWEAOD JO SBUIP|OH I}SEeWIOG JO UOLNGUISIG 
(D,JUOO) Al 3|QeL BOUDIIJOY 


63 


| 
F 
| 
| 


"SJUNODOY JBEYS souEleg |eUOI}EN au} ‘epeuUeD SOI\sI}e}S :8auNOS 
‘Bulpunol 0} enp ppe jou Ae ¢ 


‘UB|4 UOISUBY DEqENt su} pue 
Ue|q UO|SUBq BPeULD 24} JO SHulpjoy pue ‘sHulpjoy jeydsoy pue jediolunw ‘feloulnoid ‘yep UMO s}I Jo SHUIP|OY ePEURD JO JUSLULAAOD sapnjou} ‘ 


“SUOHNISU! JEIOUBUY JEIOUIACI pue ‘SUO!INYISU! /eIOUeUY O1QNd je1epey ‘(DepN|oU! sieyMes|e JOU) SUONINYISU! ;eIOUBUY BTEAUC JeYJO ‘saluedLUCD soUINSUI S41 JO 
SEYOUBIG SSBUMOIS PUB UEP!ONE ‘selUeCUOS UeO| JOLUNSUOD PUB soUeUY} ‘sales ‘seluedUOO soURBINsU! Ayenseo PUue ALedod ‘spuNy yenyn ‘sua}eap JUSLUYSSAUI! SBpN|oU} F 


‘salueduuod ueo| ebeHbyowW pue seiuedwod smq ‘seureindod sassreo pue suolun ypes0 ‘syueq sBulnes oagenyD sepnjou| z 
"SOIOUBLIND UBISJO} U! PeyeuILUOUEP SPUOG sEpN|oU| , 


‘UoEOI|GN SIY} Ul eyep JBYJO YM gIQeseduod AjjOuYs JOU SI Bjqe} SIU} Ul BYEP OY} ‘UOIPELLUOJU! JE|ILUIS AVA PISIA eYEP JO sjes OMY 
au} YBnouje ‘uoseed Siu} 104 ‘(Wed ye penjen eue seNoes Bulpueysjno ‘s! yeyj—siseq enjer-red © UO s! Vode) si} Ul eye BU} JO JsOLW) UONOI|GNd siuj ul BIByUMES|e 
ByEp JOUjJO Se S|seq SWS OY} UO AjLIESSEOSU JOU Oe B/qe} SIU} U! PEUIEJUOD Byep sjuNCoOY JeeYS eouEleg ;EUOEN sy} ‘seousiayiP UOIENFeA PUe Bui] Jo esneoeg :e1ON 


O00'O0L O6' LL 98°8l voVE 9O'L cO'SL vo cl Sa LG L vOO¢d 
O00'OOL L6'LL Ov’ ZL BV ee vO'l 69°91 SE EI OO'L 6c 2 C007 
O00'OO1 GeOl 6c 9L be oo oO} 9G'°SL OL OF 66'0 VP baa COO? 
O00'001 CeO SLY La Se 80'| €8'0¢ 69'6 Sc 0 8v6 LOO? 
O0'OOL vlL6 GG'GL 98°9€ 820 lL6’SL 8S'8 v8O0 co 6 O000¢ 
00'001 lo6 6E'9L JEN, IES; AN Ze Ok BG L 260 ZG°OL 6661 
00°00 L C06 Leet 88'VE 9G°L Od’ Sl O€'9 S80 ce bt S661 
O00'OOL vvV'8 6L'SL GV'ee cms QZ°8L- vO'S OVv'l Oc el 2661 
O00'OOL 982 Ly QL 9V'CE Ler"s” Clee ee, 620 oll 9661 
O0'O0OL vol cO'9L VIVE Lgl CO LG OS'S Geb LV Sl S66L 
O0'OOL CCL 99'Sl O09'SE BG’ VLO¢ LOS O8'L AoW as VE6L 
00'O0L LOZ. ce vl AenAS Gok O6'8L chy vv'O vO'lL?o C661 
O00'OOL ope Vo SL 68'C€ 68'L OC tL CVG 99°} v8'Sc c66L 
O0'OOL CQL LEE GLCE OLS cO8 899 c8 0 ©9'0€ L66L 
O00'OOL GO’8 80'OL ALAS A GO'S CLE c8 0 6V' VE O66L 
00°00 L Gl'9 29°8 GL’O€ UES |S L9°¢ 98° L GGL JN Nig: 6861 
O00'OOL Gl'9 90°2 C8'Ve ve kt OC Vv O09’ Z 280 GE LV 886L 
O0'OOL 97'9 COL S9'VE vel LE% col 86'0 C8 LV 2861 
O00'O0L 09°9 L6'9 Co Ge GL’? 61'S? oL8 Ob €0'9r 986l 
O00'OOL GO'S 88'S 96°C VA ENG 886 VO BG LS S86L 
O00'OOL 8S'7 cog L264 GO'S ols Ove lL OS'O Go'cS veel 
O00'OOL OS'V VLG 6691 GOS 67'S L6'SL Ov'O CO LG C86l 
O0'OOL 6V'V LvG or Sk LG°¢ 9gG' lL L8'OL vv O vees Asiols 
O00'O0L 98'V COV omens 6c°€ 00'S eo Bk vo O o9'0G L861 
O00'OOL LLG COG 99°91 Z0V SLiv; C664 O0S'O cO'SV O86L 
O00'OOL vVoV CoG LY ot hee oo L 6E'6L vv 0 999 6Z6L 
O00'OOL Gl? vO LG 7 80°E €O'OL ce 6l 2V'0 VLOGS BZ6L 
O00'O0L ce | GV'S 99'S 98'S LL°ok ce OG 8v'0 BL LS 2261 
O00'OOL Aces LOG Od'V LO'c CVE 96'8l c8 0 GOES 9/6L 
(%) 
o[B}O] pjJueWUeA06 eSUOI}N}}SUI spun zsyueq syueq epeuey suoljesodioo sasseuisng pua sea, 
JO S|@A9} jeloueuly uoisued pue -ISENH  paiaueyD jo yueg jEIOUBUIJ-UON peyesoduoouiun 
IV 4@4}O pue saluedwoo pue suosidd 
oNgGNnd BOUBINSU! 9}I7 


\sDUDg—J LHWd 
SONLINDAS BPCUBD JO JUBLUILUEAOD JO SBUIPJOH OSEeWOG JO UONNGUISIG 


(P,1U09) AI a|qe4, eouaajoY 


‘SONLUNIDES Ul SUOOPSUBL [PUONCUJOJU] S,BOCUBD “ePeUeD SOI}SNe}S :8dINOS 

‘aiqelreneun si (sesea| jey;deo sepnjoul) eyep yqep Jaye ‘poued 9861-626} SU} 104 ‘suO!}EbI\Go eses| jeydeo SapNnjou| z 
‘SOIOUBUNO UBIGJO} Ul PS}yEUuILUQUSP SPUOG SEPN|OU| , 

‘BulpuNoJ 0} eNp ppe JOU Ae SIOQLUNN :O]ON 


Lv 9°19 78 Ses GO0Z 
O'Sl 799 76 ols 7002 
7 0c 768 ome} 108 €00¢ 
ome} v's vl Or Z002 
6:02 O'v6 SOL Gee LO0Z 
B1Z 6°66 cv L°S8 0002 
6'2c O'901 v6l 9°98 666 | 
ve Svbt 0°02 S76 8661 
6 Vz v6LL Nits 8°16 2661 
eens SSE Lis Lvs 9661 
G’SZ Bch 7 6E LEl S66 
PLC Sell Ove 6L v661L 
782 v'SOL ©'8e mes) S661 
Sve 9°98 O'S? Q°69 Z66L 
DEG Lel LOL Q'1g L661 
Vz 7 €9 Cel 667 O66 
G'0% o'2g LG SL 6861 
eels Sev o6 O'ee 8861 
oSk ose LY S'0€ 2861 
LS? oe Ege 9861 

6k OV Gr G86L 

6c Ore SOL pS6l 

shee 9°} O'OL ©86 | 

66 pa 88 7861 

BL etl 89 L86L 

e9 LO gg O86 

6S 60 og 6261 

(%) (SUOIIIIG $O) 

21qep JoyJewW |e}0} yeyOL sjjiq epeueD |Spuog ejqej}oJeV/\J Le yosey ye SV 


jO JU90 Jed se 
je}O] 


pue sjjiq AinseosL 


19@Q BPEUED JO JUBWILUEAOD JO SBulpjoH (198IG) 1UEPISEY-UON 
A alge, eouasajoy 


Ke) 
<o) 


: 
1 
i 
4 
; 
4 
4 
| 


6vz = 89 BGS OOZ'SIt O08! 0012 0001 O0r'e O0r'z 002'9 006'8 006'€ —000'S vO0Z ‘LZ 48q0}90 
92 999% 09% OOL'ELL — O08- 008 000'OL 00z'z 00z'z o09'¢ 0026 = 00! 009'S vO0Z ‘2 4840390 
008'Ztt — 009- 000'l- 0 000"! 000'| 7002 ‘| 4090199 
022 Oos'el  O0r 000't 000'} 000'l 0 vO0z ‘gz ‘deg 
ge Lge lw? 008'Zt — 009- 006- 00S'8 O06’! O06‘! 00L'r 00r'6 OOL'y 08's vO0d ‘ez "Ides 
eZ 99% ce¢ O002'Elt O08 009- 00S'8 O006'! O06! 002'r OOL'6 —-O0l'Y 000'S v00z ‘6 ‘Ides 
OOg'ylt 006 O00'l- 0 000°! 000't + y002 ‘2 Ides 
86'1 OO€'Stt O06'L  — 000'L 000' | O00! 0 00d ‘22 ysnony 
me 88. He Oos'rLt 006 00¢- 0006 000'% 000'% 00'S 002'6 00z'y —000'S v00~ ‘gz IsnBny 
ae .21e e02 O0S'ylt OOL'L 008 0000! 00z'z 00z'z 09's 00z'6 = 002'v 000's yoo’ ‘2 IsnBny 
OOL'ELL 00 00s'l- 0 00S" 00S'l 002 ‘e IsnBny 
ele 82 802 O0Z'SL O08'! O06" 0000! 00z'z 00z'z 09's 00L's oor'e 002'r v00e ‘62 Aine 
66'| OOs'eLt — OO1- 00S' | 00S" oos'l 0 v00~ ‘82 Ainr 
99% es v0? O08'lLL OO9'I- —OOL 000'6 000'2 000'2 00'S 006'8 = 002'r 002'r v00d ‘St Aine 
OOFLME GOLI> 008g; = @ 00s'z 00s'2 = 002 ‘9 Ainr 
OLZ 02% vz O0z'yt 008 000"! 0000! 00z'z 00z'z 09'S 000'6 Oor'e 09'S v00z ‘OE aunt 
66"! O0Z'ELL — 002- 00S'2 00s'z o0s'z 0 v00Z ‘8z eunr 
gle = Le GOS OOZ'OL- GOZ'%- — O01- 00S'6 O0l'Z OOl'Z O0E's 0096  000'r 009'S ood ‘2, eunr 
Oos‘OlL 009'z- O00'l- oO 000"! 000 = p02 ‘py euNr 
coe Sle 202 OOs'ttt OO9'l- 009'Z- 0006: 000'Z_-—-000'Z_~— 0000'S 009" | OOL'y 000'S 00S'2 002 'e euNr 
LO’? OOr'ylL O00'L  — 000'L 000't 000 0 vo0e ‘| eunr 
00°2 Oor'elt 0 00S'2 00S'z 00s'z 0 vo07 ‘22 Ae 
Wwe vie wz O06'0L! 00S'2- 009 000'6 000'2 000'% 00'S 00r'8  —-000'r 00r'r 00d ‘0z Ae 
as 86h £6) OOs'OLL OOL'E- —00L 000'6 000° 000'2 00'S 00's 00S'y  o0s'e v00z ‘9 Aew 
ee 10% vl 009'60! O08's- 006 00S'8 O06'! O06! O0Z'r 009'2 goss o08'€ 00 ‘22 Id 
| Ok A 0 002801 O0Z'r-  00S'z- 009'8 O06! O06! 002'r 000'LL OOL'y O0r'y 00S'% ¥002 ‘8 Iudy 
OO LLL  O0Z'Z- O0z'z- Oo 002'2 00z'2 = 00% ‘| Udy 
(%) (SUOtILU $) 

owz, owg owe aNd zS/O  eAHeiNUIND = Je}OL eyo] owz, owg owg \AWO [e}0L OWZ, oWg oWE jad eyep 
: JUBWII}J9S 

Spj9alA sopud} BHeusAY JUDWISJOU! JON senss! MON Buunyey 


wesBOld III AINSBEL, GO-FOOZ [BOSI4 


IA FIGeL eousIajoY 


| 


4 
| 
a 
4 
a 
| 
s 
i 
a 
: 
a 
a 


a 
o) 
a 


es 
a 
a 
= 
a 
“Tq 
a 
© 
ae 
ar 
fae 
Es 
Za 
ae 
= 
poy) 
oF 
Za : 
= 
oa 
oq 
Lo 
a 
i<e) 
(<e} 


“epeuey Jo yueg :eouNOS 


‘BulpueysInoO z 


"|IIQ JUsUEBeUeLW Used , 


008‘eL OSr‘LZZ O0S‘PS O0S‘PS OOS‘ZEL OS6'PZ O0S9'4SZ O0L'ZS 00Z'7S O07 LEL OSL‘2z Je}O] 

LV COAG CO EKE 000" | 000't OOO’! O GOO? ‘LE Ye 

Go'S 002921  O008'2t 00S'2 00S'2 00s'g O GOO? ‘62 Ye 

vO" OLS Go's O0A SEE 00S OF 00s" OOS'I| O0S'¢ O0S'e 00S'9 00¢'8 OOL'? OOL'? GOO? ‘ve Ye 

Cvs OOr'0Z! O00'2 000'2 000°2 000° O GOO? 8} YoeV\ 

LLEG GOS 9V'S OOr'8lt 000s OOL'S oOS'lIt O0S'e O00S'e 00S'9 008'8 o08'é 0005S GOO? ‘OF Yel 

LLG 9S°¢ 90'C OOL'SLL 0082 OOL*t oos'lt oO0S'e 00S'e 00S'9 008'6 00¢'7 009'S G00 ‘v2 Menge 

BE? OOO'V1! 009 000°2 000'¢ 000’ O g00g ‘81 Aeniqe4 

GL? VSS 9”'S GOO'CEL = -O0r' L- OOL OOS'OL OO€'Z OO’ O06'S OOr'OL O0c'r 0029 goog ‘Ol Arenuqe4 

OO6'I IL O0S*I- 00S’ | - 0 OOS’ 1 00S"| 9002 ‘s Arenuqe 

O07 CEO OOgiE 0 00d'1 00! GO0% ‘| Arenuqe4 

99°¢ GGG vve VG OO9'7I1  O02'L OOL'L COLO COS Coke Woes 00¢'! 0096 OOr's 002'9 goog ‘22 Avenuer 

Lvs OOS'E1 OOF 00S' OOS’ 1 oos't O goog ‘og Aenuer 

8's 09'S OS'¢ OOO'CIt OOF’ }- 008° |- 000'8 O08! O08! O0rr 008'6 00¢'y O009'S good ‘€| Arenuer 

OOs'ELL OOF OSZ'e- @) OSCE OSz'e g00z ‘g Aenuer 

GLS 89°C 8V'S OSO'ZIL  OS9'S OOL'L- 000’ O09} O091 008s OOL'S OOr'€ OOL'b vO0¢ ‘OF ‘998d 

6ES OSI’8lLL OSL'7 00S" | 00S'| oos'| O vO0d ‘ce ‘98d 

G9? oG's SVG OS9'9lL  OGSZ'Es O0S'|- oos'z OOZ| OO’! OOl Yr 000'6 OOs'y O0L'r yOO%? 9 ‘98d 

OSLSLL OSL’ 000'|- 0) 000°} 000' | vO0d ‘9 ‘98d 

vl? CUIG 9G°S OSL'6LL  OG2'S OOL'L- 0006 O00¢ O002¢ 000s OOL‘OlL OOlY 000'S 0001 700d ‘¢ ‘98d 

VVC OS¢ZO0ct 0S8°9 000'L 000'| OOO) © vO0d ‘OF ‘AON 

LETC OSZ6lLL O0S8'S O00’ | 000" | OOO'l O vO0% 96 ‘AON 

go's 8S O4G “8S¢ OSe8lL OS8'7 OSL? OSZ'IL 000% O00¢¢ 0095 OSZ'| 0096 000'r 009s vO0? ‘81 “AON 

66° SG LO? OOL'9It O0L'2 006 OOO‘! OOr”'e O0”re 0029 OOL’OL  O0S'r 009'S vO0d ‘v “AON 

(%) (SUOII|ILU $) 

ow ch OWQ OWE \aWo zS/O—- SAIEINWIND — JEJOL jejo, oW?t, OWQ oWE \,ANDd fe}0, OoW?; OWG OWE ,aWND 9}ep 

ug 2425 JUSWI9}}}ES 
spjalA sapusa} ebeusay JUSWIDIOU! JON SONSSs!I MON Bune 


WeIBOLd III AINSCALL GO-PO0 [BSI 
(D,JUO9) [A 8IGeL BOUSIBJOY 


“epeuey JO Yue :80JNOS 
‘IIIQ JusUeBeueLU Yseo siqi6buNj-UON z 
"\IIQ JueweHbeuewW Yysed , 
‘ ‘pIsiA eBesene ay} SNuIL PjsiA pe}deooe YBiy ey} se Peuyep si |le | ‘PeuoIONe JUNO OU} O} UOHONE ye Spiq je}O} JO oles OU} SE PEUYOP SI PHEJBACD :O]0N 


G7 


‘ OSr‘ Le [e}OL 
4 vb VETS Gly? ©96'66 000" | GNO S002 “1S yorey\ 20 L26'} c0S'2 SES'66 009'S € yOOd “S 48G0}9O 
: LY €S6' | €S9°2 626'66 00s‘2 EIN GO0%? ‘8g Youle exe) 87'S GS6'2 ZELL6 0022 ZL = POO? “S 48QO}9O 
; 9°0 rl6'} vOL'? 029°86 009'2 9 GO00Z ‘22 Ye 00 GLO'E S6L'? 28666 000'L dN vO07 ‘22 ‘des 
( 6'0 982" 1 97S'2 L266 00S'9 € G00? ‘Ze YOR S'0 990'2 89S°2 2£8'86 006'1 9 v00d ‘12 des 
| gr vSl'} GE0'e 290° 26 00S'2 raph G00? ‘ee Ye ox) ov lS GlV Go 2S€'66 002‘ € vOO? ‘12 “Wes 
4 8" Ih €0v'2 ANG 206'66 000°2 EIN GOO? ‘Z| Yue €'0 ble ¢ 998° Sze’ 6 006" | Gt v00d ‘12 ‘des 
j €'0 90'S GSS'c 8E8'86 00S‘2 9 GOO ‘8 yore oat VLE’? v9S'e 8E2'86 006'L 9 yO0d ‘2 ‘deg 
4 Ae) p9C'S E92 Eve'66 00s"9 S SO00g ‘8 yore v0 6247'S LEE? 82666 0027 € vod ‘2 ‘}des 
i exe) Gol? pLl'? 6026 00S‘2 ral! GO00% ‘8 Ye || 6'0 LEGG ve6'? LS\°26 006' | Gk vo0dd ‘2 ‘ydes 
4 20 8S0'2 8SS°2 lpl'86 00S‘2 9 God? ‘ee Arenige4 60 Seale 186'L 196'66 000°} 4N 002 ‘9% IsNBNy 
i LO 6EL'S v9V'z Eve 66 00s‘9 . GOO? ‘ze Areniqe OL vEL'S 6SE'% 926'86 000°2 9 vO0? ‘v2 Isn6bny 
i v0 Ov0'2 9922 9Le'Z6 00S‘z Zk = S002 “ee Alenuge eu BLES? OVS 6cr'66 000'S € yoOde ‘vz snbny 
4 9°0 Gel h p8E'? 289°66 000°2 GWIO. S00% ‘Z| Atenuqe4 80 9702 902'2 LL’ 6 000'2 Zk = v002 ‘ve IsNBny 
{ ox) lO? LpS'z vv8'86 00¢'2 9 GO0d ‘8 Areniqe4 9°0 G07’? elle 82686 0022 9 vOO? ‘OL ysNBny 
4 v'0 G98" | 9SV'e Gre’ 66 006'S e God? ‘8 Ueniqe+ C0 €60'2 Se0'e 2966 009'S 8 vOO? ‘OL ysNBny 
i v'0 E69" | 9Vl'2 ver 26 oo0e'2 cll God? ‘8 Areniqe4 9°0 806" | 887" 629'26 0022 ZL vO0% ‘OL IsNBNy 
: 80 GGL’ ovy'e 296'66 002't IN S002 ‘9¢ Aenuer 80 SLES Z66' | 29666 00S" | dN vO0? ‘82 Ainr 
| 20 Llo? €cS'S 8S2'86 OOL'Z 9 Good ‘Se Arenuer ZO S602 812% 296'86 0022 9 vood ‘Zz Aine 
4 €'0 oles LEV? OSe'66 o0¢'S 3 GOO? ‘Sz Arenuer SO OLES v80'C vry'66 009'S ¢ vodd ‘22 Ainr 
4 9°0 889'1 199° Sly 26 OOL'Z ol GOO? ‘Sz Avenuer 20 Ao 92L'2 €Sr7'26 0022 Gt vod? ‘22 AInr 
4 ep vS6'2 LOV'2 806'66 00S" | SN = S002 ‘Og Aenuer 90 VLG 8c0'% L06'86 000°2 9 yoo? ‘Ek Ainr 
| a0) G9C'? 209'% 218°86 008" 1 9 GOO? ‘| | Arenuer £0 6EL'S 6€0'2 9S7'66 000°S € vod? ‘Eel Aine 
; v0 Sae'e 9672 vee'66 OOr' S GOO? ‘| | Arenuer €0 c9L'h LS9°? vcr 26 000‘2 ra vodd ‘et Aine 
4 9°0 ISL’? 628'2 6S¢'26 008" | ql GOO? ‘1 | Arenuer 9°0 86" |} 0022 266'86 002'2 9 v00d ‘62 eunr 
1 9°0 c90'2 C8S'S 622'86 009' 1 9 vO00d ‘62 998d ox) €66' | cv0'S 6rr'66 009'S € 700% ‘6¢ eUunr 
4 v0 Ole'S LLV'% 6ES'66 008"¢ 3 pO0d ‘62 98d 6:0 e206 | LOL‘? 89r' 26 0022 rl 7002 ‘62 eunr 
i one) 680°2 6yl'Z Coe 26 009' 1 Al 7002 ‘62 ‘998q OL ZOL'? G66'L 9S6'66 00S‘2 JN v00d ‘82 eunr 
4 Gi 109° 688'7 80666 00S" | AN 7002 ‘Ze 09d €0 BL 'C NSM 088'86 OOL'e 9 700d ‘S| eunr 
j v0 eet Ge €eS'2 878'86 OOL'| 9 v00d ‘vt ‘998d €'0 L66'L Lv0'% €S7'66 o0¢'s € 7002 ‘S| eunr 
4 9°0 vlyvz ver? LSE'66 OOL'7 € 7002 ‘vl ‘998q S'0 L106 as v0e'Z6 OOL'S cA v00d ‘S| eunr 
4 20 LS6'1 679% €2S' 26 OOZ'L ra y002 ‘vl ‘998q 9°0 Seed Srl" 1Z0'66 000°2 9 vood ‘| eunr 
4 9°0 068" | GLO"? EL2'86 000°2 9 700% ‘O€ “AON v0 ZEUS Le L966 000°S € 700d ‘| eunr 
1 20 SESS 9997 8Le66 000'S € 700% ‘OE ‘AON 80 268'1 oSS'S L19°26 000'2 at vodd ‘| eunr 
‘ lea 899 | 6EL°S lve’ 6 000°2 as v00Z ‘O€ ‘AON CV £09" | 800°2 €86'66 000‘! 2dN vO0d ‘1 Ae 
4 8 vs0'e ovy'e 09666 000'1 AN vO0Z ‘62 “AON L'0 Qe"? €00'2 296 66 00S'2 \AWO = v002 ‘92 Ae 
4 6% 68" | Le? 196'66 000° | gWo 7002 ‘SZ ‘AON S'0 89'2 Byice vv6'86 000°2 9 vo0d ‘8} Ae 
: gL y90'e Ao 899'66 OSZ'L IN 700 ‘21 “AON 60 LL0'% 810% L9v'66 000'S € vo00d ‘81 AeW 
9°0 Live €€8's €LL'86 0022 9 700% ‘91 “AON b'0 LLES OLY’? 96°26 000'2 ra v007 ‘8 Aew 
20 9622 G69'2 78066 009'S € v00Z ‘91 ‘AON SO OLL'? €86' | 960'66 000'2 9 v00d ‘p AeW 
9°0 788" | LSO'e 8S1'26 002'2 Al 700% “91 ‘AON 20 8S8' | €S6'L v8v'66 000'S § vo07 ‘vy AeW 
€'0 Se6'l C8L'S c£9'86 oor‘'z 9 700d ‘2 “AON 60 796" 1 OV 's v86' 26 000°2 GE v007 ‘pv Ae 
20 LOL’? ELS €08'66 002'9 € 7002 ‘% “AON 60 268" 1 GOO’? OL0'66 006" | 9 yO0? ‘Oz Iudy 
v0 I8k'2 v66'e LOL'Z6 OOr'z all OO? ‘2 “AON 80 scious vv6'l l8r'66 OOL'7 € vO0? ‘Oz Iudy 
v0 080'2 G89'Z 622'86 oor'z 9 700% ‘61 48q0}00 or L191 a sare vé8'26 006' | ok vO0d ‘02 Iudy 
S'0 L9E'? €89'2 LLE'66 002'9 is 7007 ‘6 48q0}00 ZO CSU cv0'? 690°66 006' | 9 v00d ‘9 Iudy 
9°0 Ly6'L 6882 vOe' 26 oOor'z ZL = YOO? ‘BL 4890190 G0 L902 LLO'? €9v'66 0027 € yO0d ‘9 |Ldy 
80 8E0'Z 299°C 069'86 002'2 9 7002 ‘S 48G0}90 20 6Lo'S VSL? 9/6'26 006} ok vod? ‘9 Iudy 
(sjulod (%) ($) (SUO}|IWU $) — (SY}UOLU) (s}ulod (%) ($) (Sul $) (SyyUOLW) 
siseq) siseq) 
wey a6Besanoo § pyaik aod yunowe Wide, eyep tej aBesanaoo = pyaih eoud = junowe wud eyep 
pig ebeiony obeiaray  anss| uolony pig e2beuaay abeisAy anss| uolony 


synsay uowony IlIg AINSBA1L GO-POOZ |B2SI4 
IIA 8IQeL BoUGIBjoY 


ee 


WeIBOly PUOG e/Ge]awIeYy 1e/OG-UeIDEUED G0-FO0Z [e2SI4 


INA SIQeEL SOUSISjOY 


600'2 L6v 0092 2002 ‘| euNnr Goo? ‘81 YeV\| Goo? ‘9b YoueY\| 
0 00S 00S GLO? ‘| eunr GOO? ‘vl Yue goog ‘6 yueV\ 
| 96r- 96r 5 Good ‘| YEW 
| oor’ L 009 000'2 OLO? ‘| Jequueydes GOO? ‘Le Arenuqe4 GOO? ‘9| Arenuge 
i ils 6LE ole) 2002 ‘| eunr GOO? ‘1 | Arenuge Good ‘6 enige 
: 009' | 00S OOL'Z SLO? ‘| eunr Goo? ‘2 Arenuqe goog ‘2 Areniqe+ 
] Gl- pee 692 OLO? ‘| 4equuaydes Good ‘ve Arenuer goog ‘6 Arenuer 
| 966 vOv OOr' | 2€0¢ ‘| eunr GO0d ‘2 Arenuer God ‘Z| Arenuer 
i s00z S00z 
: 98 vly 00S GLO? ‘| eunr p00? ‘02 4equie09q 700% ‘S| sequiedeq 
; 862'2 cOS 008'Z 200Z ‘| euNnr 700% ‘Ol 4equuedeq p00? ‘8 Jequuieceq 
4 oL8'6- cle'6 4 p00? ‘| Jequieseq 
j 00S" | 009 OOL'Z OLOZ ‘| 4equue}des 700% ‘Zo JEQUIOAON 700% ‘Z| JEQUEAON 
Ws LL O0€ 2€0¢ ‘| eunr 700% ‘8 JOEQUISAON pOO? ‘S JEQUISAON 
OOL'I OOr OOL'Z GLO? ‘| eunr pO0% ‘81 48q0}90 pO0Z% ‘EL 48G0}90 
es L2G 00e 6002 ‘| Jequueydes pO0% ‘ZL 48q0}90 v00% ‘9 48G0}90 
Vic plz F 7002 ‘| 4890}90 
G9l- G99 00S vlog ‘| eunr p00Z ‘82 Jequuie}des p00Z ‘Ez 4equue}des 
on v6S' 902 008'2 9002 ‘| sequieseq p00Z ‘Z| sequuie}des pO0Z ‘S| 4equie}des 
SF €- cS 6rk 2€0¢ “| eunr y00% ‘y} Jequisides y00z ‘6 equus\des 
= / 828'9- 828'9 ; p00? ‘| Jequie}des 
[4 ceG' | 89S GO 6002 ‘| 4equue}des v00d ‘Oe IsNBNy 700d ‘Sz ysnBny 
si 028' | ose 002‘ vlO% ‘| eunr v00% ‘9} sNnony y00% ‘} ysn6ny 
=a ol 8Ze OOr 900¢ ‘| Jequieseq vo0d ‘6 sNBny pood ‘g snBny 
\7 Co ZOE OO€ 6002 ‘| Jequeydes po0d ‘92 Aine yood ‘+2 Ainr 
ae 000° 00S 00S‘ 2€0¢ ‘| eunr vo0d ‘61 Aine yoo? ‘vt Ainr 
a Ee OLS 667 vlog ‘| eunr vo0% ‘ee sun vood ‘Z| eunr 
oI 867'8- 867'8 : poog ‘} eunr 
on 0022 009 008'Z 9007 ‘| Jequieceq v00Z ‘8c Ae 700% ‘9c Ae 
7 v69'1 90S 002'2 6002 ‘| Jequieaydes v007d ‘Z| AeW v0? ‘Z| AeW 
- | OOL'L 00S 0020‘ plo? ‘| eunr voodd ‘S Aey| 700d ‘8z ludv 
po | Srl GGZ OOr goog ‘| eunr p00? ‘92 HAY p00? ‘Ze |udy 
= | Ave ole 00s 6002 ‘| Jequiaj}des p00? ‘SL lay poo? ‘2 \udy 
c) 00 7002 
<q spuog uodnod-pexi4 
ra (SUOIIILU $) 
<a 
= | 19N aseydindes puog SSOIN Buunyeyy alzep Ayunyeyy eyep Auaaljaq ayep BuLayoO 
i j 
POs 
Sam g 
a | 
co 
co 


"epeuey Jo yueg :e0uNOS 
‘ayep Huunyey\ , 


VL? 9er‘LL 806‘9€ LS2‘Se GO-700Z 4eaK eos je}O] 
OO€ OO€ 9E0~ “| Jequueseq GOO? ‘2 Yosey\ S007 *% Ye 
OOV OOr 9EO? ‘| Jequusceq O07 *9 Jequueceq O07 ‘| Jequueceq 
OO€ OO€ 9E07 ‘| 4eQuusd9eq v007 ‘2 Jaquua}des v007 ‘| Jequue}des 
OOV OOV 9EO7 ‘| Jequueceq ood ‘2 eunr OO? ‘¢ eunr 

spuog WNn}eY jeeyY 

(SUO}||LU $) 

18N 9seydinds: puog SSOI5 Buunyey ayep Aqunjyeyy ayep Aanijaq - 97ep Buvepyo 


Wwes6Old PUOG a/gejaweW Je|OG-UeIDEUED SO-FO0Z [e0SI4 


(P,JUOD) INA PIGeL BDuasIJoY 


SN . 


70 DEBT MANAGEMENT REPORT—2004-2005 


NOS Bo 
SENS GEESE SS EN OT 


2s 


ee ee 


“epeueg Jo yueg :eoinoS 
"SDUOG WUNJAY Jeey , 


‘pIaiA eBeJeAe OU} SNUILW PIsIA peldeo0e YBiy eu] Se PeUyep SI |e] ‘PPeuoONe JUNOWe BY} O} UOHJONE ye SPiq [e}0} JO Ol}yes BY] SE PSUYEP S| BHeJOAOD :O]ON 


002¢‘cE JE}OL 

10) WV G SVC O8V7'66 00S'2 OO'e 2002 ‘| eunr C GOO? ‘91 Youey/\ 
COE LOG SLC BLL OO€ 100’ 90d ‘| Jequuiedeq Of GOO? ‘¢ YOleW\ 

S'0 LVAG BOLE Zvt LOL 000°C OO'V OLOZ? ‘| 4equis}des G good ‘9 Areniqe+ 
€'0 Les 6ce Vv GOV’ LOL OUlEG OS'V GLO? ‘| eunr OL Good ‘2 Arenuqe 
/a0 GEG CCB V 968° cOL OOr'L 00'S ZE0¢0 ‘| eunr O€ Good ‘Z| Atenuer 
vO CG ycO'€ VV6 66 008'2 OO'e 200 ‘| 9uNnr O vO00d ‘8 4equisceq 
SEG OSC '¢ BEO' ZL OOV ,00'€ 907d ‘| Jequueseq O€ vOOd ‘| 4eqQuueseq 

S'0 LVS VSO'V 6¢c2'66 GOL OO'V OLO? ‘| 4equeides G vOOd Z| JEQUSEAON 
c'0 GEG, 999'V 269 86 OOL'S OSV GLO? ‘| eunr OL vOO? “Eb 48q0}00 
ca© GLE GSS: 998'66 008'2 Soe 900¢ ‘| Jequusceq G O07 ‘S| Jequue}des 
OGG OSES GoLGLL OO€ ,O0'€ 9S0c ‘| 4eqQuuedeq O€ O07 ‘| Jequie}des 

G0 GuG S807 OvZ OOL OOL'S Sov 6002 ‘| 4equeides G vO0d ‘Sz Isnonv 
er O) OGG 989'7 9EV COL 002'2 00'S vlOe ‘| eunr OL vO0d ‘EL Isn6ny 
90 GEG SVGG Z81 96 OOS‘ 00'S Z€0¢ “| eunr O€ rood ‘vt Aine 
99°C Gis G cB80 GILL OOV ,O0'€ 980c ‘| 4eqQuueseq O€ vode ‘ce eunr 

if @ SVC L8C°8 €29'66 008'2 Go 900¢ ‘| 4eqlueseq G 00d ‘92 Ae 
AG, 9G°C SOGMVA Lot OOL 00¢'2 Gov 6002 ‘| 4equieides G 700d ‘Z| ABW 
GO 6V'G SGLYV 916° LOL 00¢'2 00'S vlog ‘| eunr OL 7007 ‘8z Id 

(sjulod 
siseq) (%) ($) (SUO}||ILU $) (%) (suea{) 

Wey aBelaA00 pjaik aoud junowe aye ayep TTT T-7 ayep 
uolony abeusay obesay enss| uodnoy Aqunyeyw uoljony 


syNSay UOHONY PUOg e/QeJayeW SO-POOZ [e2S!4 
KX] BIGeL GousIaJOY 


71 


Te 


LLe‘vve JE}O] 

Gov OOL‘OL 6002 ‘| Jequue}des 
00'S 6ve'e 2800 ‘| eunr OO'LL 8e9 600¢ | 9Uunr 
GL’S OlLV'eL 0c ‘| eunr OS'S cv0'8 6002 “| eunr 
GL’S 692'EL 6c0¢ ‘| eunr OG’ LL OV lk 600¢ ‘| Yosey\| 
00°8 LQl'8 Zc0¢ ‘| eunr CG Pealal: 96 8002 ‘| 48G0}90 
00'6 LE6'2 GcOc ‘| eunr Sov OOr' LL 8002 ‘| tequue}das 
00'8 Cell ec0c. Leunt OO'OL 280 € 800¢ ‘| eunr 
So6 OSS cecOd || eunr O00°9 OLO'S 800¢ ‘| euNnr 
G26 609 LZO¢ ‘| eunr Glock 62S 8002 ‘| Yen" 
OS'OL POOR: LZO¢ ‘| Yue OO'E L SOV 2002 ‘| 49Q0}9O 
CG LL CSV GLO? ‘| eunr OSV Gol'6 2002 ‘| 48quiey}des 
OSL 0002'S GLO? ‘} eunr GGL Ofd0'Z 2002 ‘| eunr 
00'S 298'OL voc ‘} eunr 00'S 009'S 2Z00¢ ‘| eunr 
Sc Ol 966 vO? ‘| Youey\| Cy Silt e6L 2002 *} YOuel/\ 
SoG 000'2 | SLO? ‘| eunr OO'Z 98'S 900¢ ‘| Jequieceq 
GG Slr LL clOd ‘| eunr GCE 000'9 900¢ ‘| 4equuedeq 
0S'8 Ae) LLOg ‘} eunr OO'V L 89Z 9002 ‘| 48q0}90 
00°9 6E9'CL LLOg ‘} eunr GLG 220'6 9002 ‘| 4equue}des 
006 vc9 LLO? ‘L Youre OO'€ BeGiZ 9007 ‘| eunr 
G18 Sch OL0Z “| 498Q0}90 OS'CL L9G 9002 ‘} Yue 
OO'r 6SE'P OLOZ ‘| 4equua}des Gl8 LZO'9 GOO? ‘| Jequuisdeq 
OS'6 800% OLOg ‘| eunr OOS lyse GOOd ‘| 4equuedeq 
OS'S GL9'8 OLO? ‘| eunr Gé ck y86 GOO? ‘| 4equuie}das 
G26 68 OLO? ‘| Yue 00°9 LvVE's8 GOO? ‘| 4equue}des 
GLOL LGC 6002 ‘| 4290}90 OS'S O8r'9 GOOd ‘| eunr 
spuog uodnoo-pexi4 

(%) (SUOI||ILU $) (%) (SUOI|ILW $) 
a}e1 uodnoa junowy ayep Aqunyeyy aye1 uodnoa junowy ayep Aqunyey 


GOO? ‘LE YOe 1B Se SPUOG a/geJEyeyy Je/JOG-UBIDEURD BPBUBD JO JUBLULUEAOH Bulpue}sino 


X sIGe] soUDIaJOY 


i i ie SI a SB Shs SA SN dR CEES Re alle ECS 


SoS Saar ars te 


72 DerBtT MANAGEMENT REPORT—2004-2005 


"epeueg Jo yueg :80INOS 


GZO‘6L Jeo] 
OO'E 008'c 960d ‘| 48quus0eq 
OO'V 008'S L607 ‘| sequisceq 
Gov OS2's 9202 ‘| 4eqQuus0eq 
GOV GLL'S LZOd ‘| 4equieceq 
spuog WN}eY Jeey 

(%) (SUO}|ILU $) 
eyes uodnoy junOWwYy ajyep Ayunyew 


S00Z ‘LE Yolk Je SB SPUOG a/GeIaY/eW\ JeJOG-UBIDEURD BOPUED JO JUBWILUEAOD BulpuejsinoC 


(0,1U09) KX BIQeL BOUsIBIJOY 


is. 


/ 
: 
; 
Hl 
4 
: 
S 
. 
i 
i 
i 
; 


‘peddems sem yey} Ppuog HulAUepuN ay} JO UOdNOD ay} 0} SUAJOH , 


88°Z9E je}O] 

88'or 8002 ‘Le Arenuer 

OO'6LE 2002 ‘€ 48Q0]900 
(SUO}||ILU SSN) 

jJUNOWEe |EUOIION ayep Ayunyeyy 


suoijebijqo uBia10} jo sdems Aduasind-ssoi9 


Se'Szz'L - yeIOL 

00'00¢ 92's B00Z ‘g JAQUIAON 

00'00S 92's B00Z ‘G JAQUIaAON 

00'002 gz's B00Z ‘S JAQUIAON 

ge'gz 00'r 1002 ‘61 JOqWANON 
(SUOIIILL SSN) (%) 


jUNOWe |BPUdION j5uodnog ayep Ayunyeyy 


SdeMS 9}eJ-}Sa19}U! UBIaI04 


0 JEJOL 


(SUO}||ILU $) (%) 
yUNOWEe JEUOI]ON ,uodnoy ayep Ayunye,- 


sdems 9}eJ-]S919]U! OIjsaWOG 


S002 ‘LE yoley je se BulpuejsinQ sdems epeued JO JUEWLUAAOD 
IX BIGe] soUdIaJay 


74 Dest MANAGEMENT RePorT—2004-2005 


ds 00°0S 8006 ‘| Yue asn SO'VS SOO? ‘| 4equusseq 
gsn 00'0S 800d ‘| Yose/\ dsn O00°00S GOO? ‘| 4eqQuueseq 
dns oL'06 800¢ “| Youre dsn 00'0S GOO? ‘| 4eqQuuedeq 
Yna 8V'09 8007 ‘1 Yoe/\ dgsn 00'0S GOO? ‘| Jequueceq 
|S vo OF 2002 ‘| 4890}90 dsn 00'0S GOO? ‘| Jequueceq 
dns 8v'09 2002 ‘| 4990190 YNa 8v 09 GOO? ‘| 4equisceq 
dns 8Vv'09 2002 ‘| 4890190 YNA 8v'09 GOO? “| Jequueceq 
dna 8V'09 200¢ ‘| 4890100 dna 8V'09 GOO? ‘| Jequieceq 
gsn O00'S2 Z00¢ ‘| 8unr dna 8v'09 GOOZ ‘| 4equuieseq 
dsn O00'SZ Z00¢ ‘| eunr YNA cL'06 GOO? ‘| Jequueseq 
dsn 00'0S¢ 2002 ‘| 8uNnr Yna cL 06 GOO? ‘| Jequieseq 
dasn 00'0S¢ 200¢ ‘| eunr dna v'09 GOO? ‘| Jequueseq 
dsn 00'0S¢ 200¢ ‘| 8unr YNaA 8V'09 GOO? ‘| Jequieceq 
dna 8v'09 Z00¢ ‘| eunr dna 8V'09 GOO? “| 4equieceq 
dns 8V'09 Z00¢ ‘| eunr dna 8v'09 GOO? ‘| Jequueceq 
dna 8V'09 Z00¢ ‘| 8unr dna 8Vv'09 GOO? ‘| Jequisceq 
dna 96'0cl Z00¢ ‘| eunr mige 8v'09 GOO? ‘| Jequueceq 
ds vo OF 2006 “| Ysey\ dna 8v'09 GOO? ‘| 4equueceq 
dsn S6'7S 900¢ ‘| Jequueceq dna 8v'09 GOOZ ‘| 4equieceq 
dns 6206 900¢ ‘| 4equueceq YNa 8v'09 GOO? ‘| Jequisceq 
dna 8Vv'09 900 ‘| 4equueseq Ya v'O09 GOO? ‘| Jequieceq 
dna CL'06 900¢ ‘| Jequueceq dna 8V'09 GOO? ‘| Jequueseq 
gna 8V'09 900 ‘| Jequueseq Yna 8v'09 GOO? ‘| 4equieceq 
dsn OO0'OS 1 9007 ‘€¢ JEQUIEAON dna oL'06 GOO? ‘| Jequuieseq 
dsn 00'0S¢ 9002 ‘OS 4990}90 dsn OO'OSL GOO? ‘Se J9QUISAON 
dgsn O00'0S 9007 ‘| 4890190 dsn 00°00 L GOO? ‘| 4equis}des 
dsn 00'0S 900 ‘| 4890}90 dna cL 06 GOO? ‘| Jequis}des 
dna 8v'09 90072 ‘| 4890}00 dna 62°06 GOO? ‘| 4equie}des 
dna 8v'09 90072 ‘| Jequisjdes Yna 8v'09 GOO? ‘| 4equisjdes 
dsn 86'ES 900¢ ‘1 Yoey/\ Yna 66 9E GOO? ‘| 4equis}des 
dsn O00'0S 9002 *} Yoel dna 8v'09 GOO? ‘| Jequia}des 
YNA 6206 900¢ ‘1 Yole/\ YNa 62°06 GOO? ‘| 4equuedes 
YMA 8v 09 900¢ ‘| Yoe/\ dyna 6c 9 GOO ‘| 4equis}des 
YNa 8v 09 900 “| Yole/\ dna CL 06 GOO? ‘| 4equue}des 
YNA 8Vv'09 900¢ ‘| Yoel gna 8v'09 GOO? ‘| 4equue}des 
YNA 6206 900% “| Youe/\ Yna 6206 GOO? ‘| Jequis}des 
(SUOIIIIL $SM) (SUOIIIILU $SP)) 
pred junowe ayep pied yunowre ajyep 
JEUOIION Ayunyey Aouading JEUOIION Ayunyey 


Aoduaaing 


- suonebijqo oNsewop jo sdems Aouadind-sso19 


suoljeBijqo osewop Jo sdems Aouaind-ssolg 


G00 ‘LE yore, je se BulpuelsinE sdemg epeUed JO JUBLULIEAOD 
(0,JU09) IK BIGeL BOUdIBJOY 


75 


ies 


rt aes SSM cS ARE OS See ic Sceal 


SEDD Li wit SEAR NT ERE: SON aii A Bale REY BRETT 


ee Te ee ee ee ee 


dsn 00'°S9 600¢ } Youe/\ 
asn 69°08 6002 ‘1 4890}00 dsn 00'0S 6002 |} Yosey 
dsn 99°08 6002 ‘| 48q0}90 dsn 00'0S 600¢ ‘| Yosey\ 
dsn v6'c8 6002 ‘| 48q0}90 dsn O0'OOL 6002 ‘| Yoey\ 
asn O00'SZ 6002 ‘| 48q0}90 dsn O00'SZ 600d °} Yoey\| 
dsn cv OL 600Z ‘| 48q0}90 dsn 00'SZ 600¢ “| Yosey| 
YN oL'06 600 ‘| 48q0}90 Sit 00'0S 6002 ‘| Yoey\ 
YNaA 8v'09 600 ‘| 48q0}90 dsn 00°02 6002 ‘| Yyosey\ 
dns 8v'09 600 ‘| 48q0}90 dns 8v'09 6002 ‘1 Yoel\ 
dyna 8Vv'09 6002 “| 49q0}90 gna 6206 6002 *| Youey/\ 
dns 96°01 600¢ ‘| 48q0}90 dsn 00°02 800d ‘| 49q0}00 
YNaA 8v'09 6002 ‘| 48q0}90 dsn 00'0S 8002 ‘| 48q0}00 
dns 8v'09 6002 ‘1 48q0}00 dasn 00°02 8002 ‘| 48q0}90 
Yn 8V'09 6002 ‘| 48q0}90 dna 8y'09 8002 ‘1 48G0}00 
Yn 8v'09 6002 ‘| 4840100 yna 8v'09 8002 ‘| 48q01]0O 
gna 8V'09 6002 ‘| 48q0}90 dna cL'06 8002 ‘| 48q0190 
dyna 8v'09 6002 ‘| 4890}90 dna cL 06 800d ‘| 48q0}90 
Yna 8Vv'09 6002 ‘| 48q0}00 dasn 00°0S 8002 ‘OS Jequuia}des 
Yn 8v'09 6002 ‘| 48q0}00 dsn 00°0S 800¢ *} eunr 
Yna 8v'09 6002 ‘| 48q0}90 dasn O00'0S¢ 800¢ ‘| eunr 
YnNA cL 06 600 ‘| 48q0}00 dsn O0'OOL 800¢ ‘| eunr 
dsn 00°00 1 600¢ “| eunr dsn OO'O0L 800d ‘| euNnr 
dsn 00°0S 600¢ “| eunr dasn O00'OOL 800¢ ‘| eunr 
dsn O0'OOL 600¢ “| eunr dasn 00°00 1 800¢ ‘| eunr 
dsn 00'0S 600¢ ‘| eunr dasn 00'0S 800¢ ‘| unr 
dsn 00°02 600¢ “| eunr dasn 00'0S 800d ‘| eunr 
asn 00°S9 600¢ “| eunr dyna 8V'09 800¢ ‘| unr 
dsn O00'02 600¢ ‘| eunr dna 8V'09 800¢ ‘| eunr 
dna 8v'09 600¢ ‘| eunr dna 8v'09 800d ‘| eunr 
YNaA cL 06 600¢ ‘| eunr Yn 8Vv'09 800d ‘| eunr 
Ys c2 06 600¢ *| eunr dsn 00'00¢ 8002 ‘| Youe/\ 
YNaA 8V'09 600¢ ‘| unr asn 00'0S 8002 ‘| Yuey\ 
dyna 8v'09 600¢ ‘| eunr dsn O00'SZ 8002 “| Yue 
dna cZ 06 600¢ ‘| unr dsn 00°00 1 80072 ‘| Ye 
Yna cL 06 600¢ “| eunr dasn 00°0S 8007 ‘| Ye/\ 
Ys oL'06 600¢ ‘| unr dasn 00'0S 8002 ‘| Ye 
(SUOlI|ILU $S/) (SUO}IILU $SM) 

pred junowe ajep pied junowe eyep 

Aouaaing JEUOI]ON Ayunyew Aouawing JEUOION Ayunyew 


suoljeb1jgo d1jsawop jo sdems Aouauino-ssol9 


suolebijqo o1jsawop jo sdems Aduaund-ssol9 


G00 ‘LE yreyy 1e se BuljouejsjnO sdems epeued JO JUBWILUAAOD 
(P,JUOD) IX B1Ge]| BDUBIBJoY 


eo 


2c LSU Gis nic ee ie 


PSE 


ne as ee ee 


76 DEBT MANAGEMENT REPORT—2004-2005 


gsn 00'0S clOc ‘| eunr yNA cL'06 OLO? ‘| 48Q0}9O 
asn O00'SZ clOc ‘| eunr dns 8Vv'09 OLO? ‘| 48QO}OO 
asn O00'SZ clOdg ‘| oun dna 8V'09 OL07% ‘| 48Q0}0O 
asn 00°0S cLO? ‘| Eun yna cL 06 OL0% ‘| 48qQ0}0O 
asn 00'0S cLO? || Eun dyna istomel O07 ‘| 48q0}90 
dsn O0O0'SZ cLOd ‘| oun YNaA c2 06 OLO% ‘1 48Q0}0O0 
asn 00'SZ clOd ‘| SUN gna cL 06 OLO0Z% ‘1 48Q0}0O 
dgsn O0O0'SZ ZLOS || SUNr YNa 8v'09 OLOZ% ‘1 48Q0}0O 
dsn 00'0S eloc” feunr YnaA 8v'09 OLOZ% ‘1 48Q0}00 
dasn 00°001 ZLOd ‘| Sune dsn 00°0S OLO¢g “| eunr 
YMA 8v'09 ZLO? ‘| oun Adc [SVL OLOg ‘| eunr 
YnaA 8v'09 clOd ‘| eunr dna 8v'09 OLOg ‘| eunr 
asn 00°0S LLOg “| eunr dns 8v'09 OLO?g “| sunr 
asn O00'SZ LL0¢ “} eunr dns 8Vv'09 OLOg ‘| eunr 
dasn 00°0S LLOg ‘1 eunr dna 8Vv'09 OLOd ‘| eunr 
dsn O00°0S LLOg ‘b eunr yn 8v'09 OLO? ‘| Sun 
dsn 00'0S LLO? ‘| sunr dna 8V'09 OLOg “| eunr 
dsn 00'0S LLOg ‘} eunr Ya 87°09 OLO¢g “| sunr 
asn 00'0S LLOg “| eunr yns 8V'09 OLOg ‘| eunr 
asn 00'0S LLOg “| eunr Yna 8v 09 OLOg ‘| eunr 
asn 00°0S LLOg “| eunr || 6c '9E OLOg ‘} eunr 
dsn 00°SZ LLO?g ‘| eunr Yn 8v'09 OLOd ©} eunr 
dsn O00'SZ LLOg ‘| eunr gna 8v'09 OLOg ‘| eunr 
asn O0'SZ LLOg ‘| eunr dns siomel/4 OLOg ‘1 eunr 
dsn 00'0S LLOg ‘fb eunr dns 8V 09 OLOdg °| eunr 
Ys cL'06 LLOg “| eunr dna 8Vv'09 OLOg ‘| eunr 
Ya 8Vv'09 LLOg “Pp sunr Ynas 8v'09 OLO? ©} euNnr 
Yn 8v'09 LLOg ‘| eunr Ya 8v'09 OLO? | eunr 
asn O00'SZ LLO? “LL Youel\ dna 8V 09 OLOg ‘1 eunr 
dsn 00'0S LLO? “b Yue = (0) c2 06 OLO? “b Yue 
dasn 00'SZ LLOg ‘) Youey\| dns 8V'09 OLO? ‘| Ye 
GS 00'SZ LLO% ‘| Youey\| YNs 87°09 OLO? ‘| Yue 
dsn 00'0S LLO% ‘} Youey\| dna 8v'09 OLOZg ‘| Youre 
asn 00'0S OLO? ‘| 48Q0}90 Yn 8Vv'09 OLOg ‘| Yue 
(SUOMI SSM) (SUOIIIIW SSM) 
pied junowe — a}ep pred jyunowe a}ep 
Aouading JEUOIION Ayunyeyy Aouawng JEUOION Ayunyey 


suolebi|qo o1jsewop jo sdems Aduasind-ssolp 


suoije61jqo o1jsawop Jo sdems Aoduauuno-ssol9 


S00 ‘LE Yorey je se BulpueisinC sdemg epeUeD JO JU@WUIEAOD 
(0,JUOD) IX B|GeL POUBIBJOY 


Li 


ene 


a 
: 
| 
4 
; 
‘ 


‘g0ueUl4 JO JueWedaq :8oinoS 


‘ulpunod 0} enp ppe Jou AewW SJEQLUNN “GOO ‘LE YOUR JO Se seye1 GSN/AVO PUe AdP/GSN UM payeAUod AgP 
GO0Z “LE YOe\\ JO SB B}E4 YNS/GVO UWM PEeLeAUOD YNZ ‘SOO? ‘LS YORI JO Se Bye1 GSN/GWO UM PeLeAuCO GSN :SeION 


70° L62‘6L JE}OL dsn 00'0S vO? SL Yyouey\ 
asn O00'SZ vLO? “SL You 
gsn O00'SZ GLO? ‘| unr dsn 00°0S vLO? ‘SL Youey\| 
dsn O00'SZ GLO? ‘| eunr dasn 00°00 vLO? SL yore 
asn O00'SZ GLO? “| eunr dsn 00°S2 vLO? “St Youre 
dsn 00°00 GLO? ‘| eunr gasn 00'SZ vLO? ‘St Youey\ 
dasn 00°0S GLO? ‘| eunr gsn 00'0S vlLO? “Sl youre 
dsn 00'SZ GLO? ‘| eunr asn 00°0S ELO? “| eunr 
asn Q00'SZ GLO? ‘| eunr dsn 00'S¢ LOg ‘| eunr 
asn 00'SZ vlO?g ‘| eunr dsn O00'SZ €lO¢g °| eunr 
asn 00'SZ vlOc ‘| eunr dasn 00°001 ELO¢g ‘| eunr 
dsn 00'SZ vlog “| eunr dsn 00°00 1 ElLO¢ ‘| eunr 
dsn 00°0S vlog ‘| eunr dasn O00'SZ LO? “| eunr 
dsn 00°00 1 vlog ‘| eunr dsn O00'S2 ELOg ‘| eunr 
dsn 00°0S vlOd ‘| eunr asn O00'S2 ©lO¢g '| eunr 
gsn O00'SZ vlog ‘| eunr dsn 00'SZ ELOe “b eunr 
asn 00'0S vlog ‘| eunr dsn O00'SZ €lO¢ ‘| eunr 
asn O00'SZ vlog “| eunr dsn 00'S? ELOg ‘b eunr 
asn 00'SZ vlog “| eunr dsn O00'SZ ©LOg ‘| eunr 
asn O0'SZ vlOg ‘| eunr dsn Q0'0S cLOS ‘| Eun 
dasn 00°SZ vlog ‘| eunr dsn O00'S2 clOc | eunr 
dgsn O0O0'SZ vlog ‘| eunr dsn 00'0S clOd ‘| eunr 
dgsn O00'SZ vlOg ‘SL Yoel dsn O00'SZ oLOe ‘| eunr 
asn O00'SZ vlLO? SL youey\ dasn 00'SZ cLOd ‘| eunr 
dasn 00'SZ vLO? ‘SL Youey\ asn O00'SZ cLO? ‘| oun 
asn 00'0S vLO? “SL Youey\ dasn 00'0S cLOd “| eunr 
Qsn O00'SZ vLO? ‘S| Yue Osi 00°0S cLOo } eunr 
(SUOIIIIL $S/-)) (SUOIIIIL $S/)) 

pied junowe oyep pied junowe eyep 

Aoueaing JEUOIION Ayunyey Aouawing JEUOI}ON Ayunyew 


suoljze61|qo osewop yo sdems Aouauno-ssoup 


suoije6i\qgo o1jsawop jo sdems Aouaund-ssol9 


GO0e ‘LE Yale 72 se Bulpuejs}nC sdems epeuey JO JUEWILWEAOH 
(0,JUOD) |X aIQe, BouBsEjyoy 


See — 


78 Dept MANAGEMENT REPORT—2004-2005 


8s 
Gi 


(SUOI||IW $) 


junowe > 
poseyoindey 


O8e JE}OL 

OG 00'8 LE0E |. SUNT 

GCS 00'6 GcOd ‘| eunr 

JE}OL Ol 00'°8 00 “| eunr 

OO' LL 600¢ ‘| suNnr | Gc6 ocOc | sunt 

OS'S 600¢ ‘1 eunr 4 G26 LcOd ‘| sunt 

00'9 800¢ ‘| eunr O€ Sc OL vlLOd ‘Sl Yue 
OSV L002 ‘| 4equua}deS 007 ‘8 4equieseq O6¢ OS'S OLO? ‘| euNnr p00d ‘LL }sniny 

JE}OL 00S JE}OL 

00'9 LLOg ‘| eunr vOL 00'8 2606. | Sunr 

OS'S OLO? ‘| eunr 9gS\ 00'6 GcOd || eunr 

OS'S 600¢ ‘| eunr OEE 00'8 Sc0d ‘| eunr 

OO'OL 800¢ ‘| unr ES Gc'6 ccOc | oun 

00'°9 8002 ‘| 8UNP = OOS “ZL AOQUISAON 6L Gl6 LcOd ‘| eunr 
eof: 09 Os‘Ol LZ0% ‘SL YOleN 00g ‘ph Aine 

00'8 2206 ‘| eunr 009 JEJOL 

00'6 GéOe “| eunr Gl OS'S 600¢ ‘| eunr 

00'8 €c0¢ ‘| eunr O61 00'9 8002 ‘| eunr 

G26 LzO¢d ‘| eunr OV lL Gol 2Z00¢ ‘| eunr 
OS'OL 120 “Sl Ye G6l GLG 9002 ‘| 4equia}des 700d ‘92 Aew 

Go OL VLOG Gl Yue vOO? EL 4999}90 90S 1210] 

JEyOL vi O0S'6 OLO?g | sunr 

OS'S 600¢ ‘| eunr 6 OS'S OLO?g ‘| euNnr 

00'9 800¢ “| eunr 66¢ OS'S 600¢ ‘| eunr 
GGL 200¢ ‘| eunr OOL Gol 200¢ ‘| eunr 700d ‘71 Aew 

GL’G 9002 ‘| wequieldes 007 ‘GL 4equuay}das 00S 1e]0) 

JE,OL ya 00°8 2c0¢ ‘| eunr 

O0S'6 OLOd ‘| euNnr 9 O00'°6 GcOo ‘| eunr 

OS'S OLO¢g ‘| euNnr O06 00'8 c0¢ ‘| eunr 

OS'S 600¢ ‘| eunr Go Go6 coud .b oun 

OO'OL 800¢ ‘| eunr O8¢ GE6 LZO¢ ‘| eunr 
00'9 800¢ ‘| eunr G8 OS'S OLOg ‘| eunr 7002 ‘82 Iudv 
Gol 200¢ ‘| eunr 700z ‘Sz snbny siseq yseo uo yoeqAng 

(%) (SUOIIIIL $) (%) 
uodnoyg ajep ayep yunowe uodnoy a}ep a}ep 

poseyoindey Aqunyew;- yoeqhng 


Ayunyey\| 


yoeqhng 


CO-P00Z U! SUONeIedQ—weiboly yoeqsng puog 
IX aIgeL eouaejoY 


79 


GSC jE}O] 
A O00'OL 800¢ ‘| eunr 
ae | es QJ 009 goog ‘| eunr 
OSI 0S'6 OLOg ‘| eunr wean 
c SZ‘OL 6002 ‘| 480190 oe ae 00 act ae free heye 
C 0S" 6002 ‘| Yoleyy i Z. 900¢ | 48q 2 vOO0? c2 [Hay 
v GL'LL 8002 ‘1 4890100 cle IEIOL 
OL| 00'9 3002 ‘| eunr v00zd ‘9 148qQ0190 ZL GZ’OL 6002 ‘| 48q0}00 
GES OS'S 600¢ ‘| 8unr 
ae 00'9 LL0z ee G GZ’LL 8007 ‘| 48q01]90 
; uae 89 00'9 800¢ ‘| eunr 7007 ‘Z |udy 
8 00'6 }LOc I ae : SISeq YOIMS UO yORGAnNg 
ZOL OS'S OLOZ | SUNL O07 ‘Eg? JOqQUIa\daS 
zS| 110) LgL‘9 Je}O] puesy 
OS GL’S 60d ‘| eunr L6v JE}O] 
O€ 00'6 GcOc | Sunr L OO'OL 800¢ ‘| eunr 
O€ 00'8 ©c0d ‘| eunr O00¢ 00'9 800¢ ‘| eunr 
Gl Gc6 cc0e ‘| eunr O6¢ OSL 200Z ‘| equialdeS goog ‘91 Youeyy 
8c GZ'6 |c0@ | SUNT §=002 ‘6 AaqUIa}dag 009 Jeo] 
8ce Je}O] Oc OS'S LLOg ‘| eunr 
C OO0'OL 800¢ ‘| unr 6S 00'9 LLOg ‘| eunr 
: Olé Gol Z00¢ ‘| eunr 9 0S'6 OLO? “| unr 
: GS GL'S 9002 ‘| 4equuieidesg y00z ‘s snBny Gol OS'S OLOg ‘| eunr 
z0e 110) v~ os'¢ 6002 ‘I ae Noy Siete 
iis) 0S'6 OLog ‘| eunr G9C 00°9 800¢ | / S002 9L qed 
QI OS'S OLO? “| unr 00S JE}O] 
: L8- OS'S 600¢ ‘| eunr OOL 00'8 €c0d ‘| eunr 
i v OS" LL 6007 ‘| Yue cOL Sc Ol vlO? ‘S| youey\ 
| OS 00'°9 800¢ “| eunr OSI Go'S ZLOe ‘| eunr 
C GZSl 8007 *| Yoe/\ Srl 00'9 LLO? ‘L eUNr § go0g ‘e Arenugey 
C 00'E} Z00G. <b ree v0r je}O] 
} OLS JE}OL G9 00'8 220¢ ‘| eunr 
i SE 00'8 ©c0¢ ‘| eunr 6EL 00'6 GcOd '| eunr 
: G S26 LZOe ‘| eunr G8 00'8 €c0d ‘| eunr 
€ OS'OL LZ0% ‘SL Youey| c Gc6 cco ‘| eunr 
; SLL Gc'OL vlLOg ‘SL youre ZG GZ'6 LZ0¢ ‘| eunr 
j OSE 00'9 LLO? “L eunr odd ‘21 eunr 4 OS'OL 120¢ ‘SL yore) S007 ‘74 Avenuer 
(suojw $) (°6) (suomi $) (°6) 
{ junowe uodnoy a}ep ayep junowe uodnoy ayep. yep — 
peseyoindey Ayunyeyy yoeqhng peseyoindeay Ayunyey, yoeqhng 


Ee eee 


GO-r00d Ul SUCHeIBAQ—Wwe/BOlY yoegAng puog 


(P,1U09) IX a1qeL BoUEIayoY 


ce 


80 Depr MANAGEMENT REPORT—2004—2005, 


6LE 


JE}OL 


SOL Gov vO0? ‘| 4equueseq 
‘| yequueide ‘o. Ain 
vile 00'S 002 ‘| sequieides 002 ‘eb Aine 0g9'F e101 pues 
000°L [E}OL 
: 00S Je}O] 
ved aoe Bonet ee 1g 00°6 gz0z ‘} eunr 
So 006 yOOc | 4eqQuse0eq : ; 
: f Siva: Go OL VLOG Gl YOse 
OOL Gov yOOd | 48eQuue0eq cs GZS 7102 ‘| eunr 
‘| sequue|de ‘6z oun : 
TAS) 00'S yOO? | 4eQUWE8}]A9gS vo0?d 62 i soz 00'9 Loz‘; eunr so0z ‘6 Yew 
OO0€ je}O] 
; 6LE Je}OL 
; oun ; ; 
O01 See poor Sheu 009 800% ‘+ eunr 
G OO'EL 20026 | 48Q0}9O 
DLL je}O] O9L OS'V 2002 ‘| 4eqQuIa}d8S 
Ws OG'e Good ‘| eunr ‘S) GEL 2002 ‘| Yue 
001 G2'v vOO0d ‘| Jequueceq C 00'rL 9002 ‘| 4840190 
O0€ 00'S 00d ‘| Jequierdes yoog “| eunr Sv G’gG 9002 ‘| Jequie}des G00z ‘6 Aeniqe4 
989 je}O1 VEE JEOL 
6S 00'S 7007 ‘| 4equue}dag 6 Gl8 OLO? ‘| 4890}90 
866 OSE voOd ‘| eunr 700g ‘by AeW OOL OS'S OLO? ‘| eunr 
: ‘, aun ‘6, Avenue 
00S‘L je10 1 Goo 00°9 800¢ | Cr Go0c 61L f 
886 Gov vOO~ ‘| 4equiseoceq VL jeOL 
vi 00'S OO ‘| Jequie}des GG 006 GzOc ‘| eunr 
901 OS"9 voOd ‘| eunr LG Gl6 LzO¢e ‘| eunr 
C6 OSE voOde ‘| eunr 7002 ‘02 ILdy LO| Go OL vlO? ‘Sl Yoel 
: ‘, 9un ‘GL 4equw9e09 
00S‘1 1e0 | OG | O00'9 LLOG | fr pooe Sl 49q qd 
OSV 00'S pO0Z ‘| 4equue}des LLE je1OL 
Od OS'9 vood ‘| eunr OV 00'6 GzOd ‘| eunr 
O€0'l OG'e voOd ‘| eunr 7002 ‘9 Iudy Gol 00'8 E60 2 oUnr 
yoeghng puog juswebeuew yseo Ov G16 Looe Leunr 007 “€ AOQWeSAON 
(SUOI|ILU $) (%) (SUOI|ILW §) (%) 
~ yunowe -uodnop ayep ajep junowe ~uodnog ayep  ayep. 
peseyoindey peseyoindey Ayanye\ yoeqhng 


Ayunyey 


yoeghng 


CO-P00Z Ul SUOTeIEdQ—WwelBold yoeGAng puog 
(0,]U09) IX 8|GeL 89Us49j9y 


81 


"epeueyd Jo yUeg :eainoS 


[e]O) 


Si NR A iii nd estos 6 


ee ee eer ae rn ee eee Om 


Ges 
9e6‘ZL JB}O] PUeIE) OV Gl’8 GOOd ‘| 4equusoeq 
ZSz je}O] GLG 00'€ g00¢ ol eee Beat sti 27 
866 00'9 GOOd ‘| Jequueydes 00S JE}OL 
V OS'S Good ‘| sunr G00z ‘72 Youey V CG GOOZ ‘| 4equue}des 
Boe baie Fi rai oe i ane ‘7 4OQUISAO 
V6 00'S GOO? *| 4equusoeq ‘9LYV JeE}OL 
CV OS'S GOOd ‘| unr GO0z ‘8 yYoueyy OLY GOV 7vOOd ‘| 4equusoeq v00Z ‘6k 49qQ0}90 
8Ze JB}0L Z8¢ JeE}OL 
BEL Gl'8 GOO? ‘| 4equusceq Vv GoCoL GOOd ‘| 4equueydes 
OVl 00'S GOO? *| 4equueceq CGC 00'9 GOO? ‘| Jequuejdes 
OOL O00'9 GOO? ‘| 4equuejdes GO00z ‘72 Aueniqe4 OSL GOV vOOd ‘| Jequusoeq 002 “G 149q0}90 
899 JeB}O] Z6 JeE}OL 
Sal G28 GOO? ‘| 4equusceq 26 O00'9 GOO? ‘| equieldes 007 ‘LZ 4aquIaydes 
GSP 00'¢ S002 ‘| paren ee Sc¢ 110] 
002 00°9 GOOZ ‘| Jequiajdeg =. 00g ‘g Aueniqay Gp O22] S00z ‘| Jequiaides 
Z8L JEVOL OLY 00'9 GOO? ‘| Jequuejdes 
Z8iL 00'9 GOOd ‘| Jequuejdes S002 ‘sz Auenuer OOL OS's SOOd ‘| eunr v00zg ‘2 4equia}dasg 
fev JB}0OL 089 JE}OL 
8c G28 GOO? ‘| 4equueoeq OS OS'S GOOd ‘| Ssunr 
GZS 00'S GOO? ‘| 4equusceq OOV Gov O07 ‘| 4equuisosq 
O€ 00'9 GOOd ‘| 4equuejdes Goo ‘LL Auenuer O€¢ 00'S vOO? ‘| Jequuejdes vood ‘OL jsnBny 
Gc9 JE}OL v8S JE}OL 
69 Gl’8 GOO ‘| 4equuisoeq OS 00'6 O07 ‘| 4equusceq 
OO€ 00'S GOO? ‘| 4equuisceq BLS GOV O07 ‘| 4equusceq 
9SC 00'9 GOOd ‘| Jequieldes f00z ‘6z JequIaDeq OL 00'S vOO? ‘| 4equueydes ood ‘22 Aine 
(SUO}||ILU $) (%) (SUO}||ILU $) (%) 
— yunowe ~~ uodnon”  9yep ayep junowe uodnoy ; ayep | ;  ayep 
peseyoindey yoeqhng poeseyoindey Ayunyey yoeqhng 


Ayunyey, 


ar a : GO-P00Z U! SUOHeIeAQ—Wweiboly yoeGANg puog 
(0,1U09) IX B1GeL euaIEJoy 


"epeuey JO yueg :e0unNOS 


“UOIEOIJISSE}O Ul SOOUDIEYID O] ENP SUOdes sjUNCDOY aIIGNg WO AUeA AeW YOIUM ‘sHodel peyipne epeuen jo yUeG YIM BoUepIODIe Ul ale SBINBI4 :e]ON 


| eve'6l G8c'c- Grr L GO-7002 
| 8ZS' Lz OSE L- 1998‘ vO-€002 
| 818'%2 9Or'L- €CG‘e ©0-Z00Z 
' v8C'V2 €8e'c- O22 G ZO-LO0Z 
; 199'9Z Leg- 8gL'e 10-0002 
| 860'L2 Ol cae 699'Z 00-666 | 
4 809'8z Loic prs'y 66-866 | 
| G6Z‘0 961‘C- LS6‘y 86-2661 
i L6s‘ee 0s0'2 LyL's 16-9661 
on lyS'Le Ol ZLO'V 96-S66 1 
| LEG‘ Le 96- 90S‘ S6-766 | 
om | 1Z9'LE 680'e- p9E's p6-€66 | 
= QLL've Bile e GE7'6 €6-266 | 
SS gge'ce ier) 8gs‘6 26-166 L 
. JEL'pe 00S'9- 0z2'9 16-0661 
4 Lee Lp EL8‘9- sce'6 06-686 | 
= 0SO'8r 9SP's- Z96'T 68-8861 
a4 90S‘es LZ6'8 OSr‘ZL 88-861 
os G8S‘vr Ge L6L‘6 18-986 | 
= 109‘ Orr'z ZOL‘SI 98-S86| 
A ‘ LOL ‘ery y9OL'e eva al: G8-r86L 
=a €0r'se 0s9'S y8S‘LL y8-€86 | 
= CZ cA> (SUOIIILU $) | — ; 
<7 pus wea jeosil abueyod Jen sajes SSOID Jeak jeosi4 
= ye Bulpuejsjno 
4 GO-F00Z [BOSIJ O} 8-86! [eOSI4 ‘SPUOg LWN|WAald BpeUeD puke spuog SbuIAeS BPeUeD 
oF IX BIGeL eouasejoHy 
N 
foe) 


ee OEM NE ee ee ee 


"BPPBUBD JO S]UNDDOY IGN :80iNOS 


« UONENIEA JOf BOUEMO|e,, PPN|OU! JOU OP SeINBI4 :e]0N 


90'S gcz'¢ Orr's 1Z1'S Lz99 op6'9 09r'Z 6cl'6 y0S‘0L . [210 | 

gg 99 ge LOL 16 zg LZL esl £02 OUIO 

0 0 0 0 g/s Ssog LvO'L 118'| L0S‘Z BPeUeD IPAO WWe+ 

0 0 0 0 0 0 0 S6E Sse UOIPEIOMION souBINSU| yISodeq epeueD 

666'r 68'S g0r's 9z9's zse's 9/0'9 862'9 8029 6869 uoNesodog 
Bulsnoy pue ebebyoy\ epeuen 

(SUOI||ILU $) 
s00z £00 £002 Z00Z L00z 000z 6661 8661 1661 puny enuaney 


payepllosuoyd oy} wos s6ulmou0g 


UOIIIL YEE'G$ Be GAMO OU} JO SHUIMOIO [2}O} ‘S1OJO1OUL “UOIIILU Q7E's 
POY UO!EASIUILUPY [BIOUBUI4 SY] JEPUN UOI}EJOdIOO UMOID ke pue Ajsale 


“(MONI B/E'GH + UOIIIILU 9g) 


$ oue juebe-uou e se ‘goog ‘LS Youeyy Je eyep siu} 0} juanbesqns sbulmouog 
W 48H J0 Juebe ue aq 0} paseso (g/d) DJeOg yeeu/\\ UeIDeUeD OU} ‘R66 |. ‘ LE JOqUISs0Eq SAOeYA , 


O6r'ey S6c'vL ove Or GLL'Sr OOr' LY Ov9g'se 86968 BLe'Ve GLL'8? J2EJO| 
QE GV 6€ OV vv OV Coc 8S¢ 906 JOUIO 
LZ 801 VILL 9 9S OSI e/U e/U e/u UOHPeJOCUOD }SOq BpeueD 
O O O O 0 69 ey S O uol}eJOGIOD SUOq epeuen 
O O O @) 0 BEE LLv CVV AS 4 Py] BPBUCD-O1}8q 
€lS'6 Lyv'Ol L60'LL rs Said! oLO' LL LO8‘OL SE9'Ok ve6'6 998" UO!PEIOCIOD 
BulsnoyH pue ebebyoy epeuen 
LSL'OL 602'6 280'8 960'2 S69'S €80'S PLE Vr 90'S 926' 1 BpeUeD jIPSO Uve+ 
coy 2 ZOE LZ €9c'9 9eL'S ZOL'S Sel'v Soo v 6E8'S LZE"€ — epeued jo yueg JUeUdO|eAeq sseulsng 
9 ol BLE Z6€E Gov ovGS 982'9 869'9 vly'9 jPAeOg Jeoy/\\ UBIpeued 
L6L‘OL BLL'LL GLE‘0? L8v'0e 9078 888'91 L96'SL 22001 Oc8'Z epeued juswdojereq YoOdxy 
(SUOII|ILU $) 
S002 €00¢ 2002 L002 0002 6661 8661 Z661L JOyJeW 9Y} WO. SHUIMOIOg 


GOO? ‘LE Yyosey Je se SBuimouog UOHeIOAIOD UMOID 


AIX SIGBL 9OUdJBjJoOY 


7 
7 


DEBT MANAGEMENT REPORT 


2005-2006 


"e 


CANADA’S NEW GOVERNMENT 


Canada 


DEBT MANAGEMENT REPORT 


2005-2006 


1 *§ Department of Finance Ministere des Finances 
Canada Canada 


© Her Majesty the Queen in Right of Canada (2006) 
All rights reserved 


All requests for permission to reproduce this document or any part thereof 
shall be addressed to Public Works and Government Services Canada. 


Available from the 


Distribution Centre 
Department of Finance Canada 
Room P-135, West Tower 
300 Laurier Avenue West 
Ottawa, Ontario K1A OG5 
Tel: 613-943-8665 
Fax: 613-996-0901 


Price: $10.60 including GST 


This document is available free on the Internet 
at www.fin.gc.ca 


Cette publication est également disponible en francais. 


Cat. No.: F1-33/2006E 
ISBN 0-660-19658-1 


Table of Contents 
Poreword Dy-theeMinister et Financeors pnndices Ju. aed Soap oaneee ox 5 
Hertha, Ch OT 0) 8 @ PIES RST.) Ve Ua fo) ME ea rc 7. 
Dtepauction® £06 FCORCNE tHe ROL Duta tosis ree toe ua”. Qiratier, 9 
FATS HIG is BP wae OMe cet, LRM 8 Fae Owais as oily ee lel, 9 
DED e Since ey er TAlCWOK 2h sd ae as eG Ae Pee ee eed 1] 
Part 1:°2005—2006 Debt Management Context 5 y— 8) Peieee 13 
Li CLAM CATITCK re te eee A eee Me ont ee tee, PS CONRAN le 
CIPO UO LMC TP CUCL C OL het Peep trees, eet eee. eee, 15 
Part IT: Report on the 2005-2006 Debt Strategy :................ 18 
Paiste otabie, MEOW ACOs PUNCING (cc 5 cough. ves hs ak ce eo as 18 
Wamu Amy cl NuinciOning WVatkel 0 ek ee ee kee ee ey 8 20 
Devpiotateyy lian andrsuimimary OLrsscuons Lakel voosa. eso ss te 26 
ble seeOuLatis anc MIGICALOLS hte Bee ne ee hs 29 
OMe Cm COL OPT alice er tere me ane ee Nes rag 6 oe da 29 
ES EPCS Cel (ERP See RR URED A gc OPS ee a 42 
POCO OLE UCV ie Ne TOSTALNS ois ih Sere Bs NE a gc 48 
Poor Client GL GaAnalasic twit su ee eh ets a. 49 
mAinex LW omposition of die Federal Dept... . a eee nes eves 51 
Annex 2: Completed Treasury Evaluation Reports, 1992-2006 ...... ao) 
ATMEL E39 cs (ACISS AN ane erie uy eee atte Cairne ack ate Nya oa Wadd 54 
Anne ;As Contact information tes. Acts iets en Meats sent (eid Sass 57 


RGTELENCET LADIES Sie en nh ae ee ee hot se © ahs cnc Mee est eS 59 


MOE-LE4 1 toed domeertVRMaNNT barslgmg A$ roan 


iy Ree) ed Re arr ore an Oancne 7 : 


- _ 7 
<9 = anh <P om Vie ee i 


oodb Weas eeu at, 


ee ¢ @. @@ ® iG q . 


ate aiid cs naan 
EE petacem inet aera 
LS: A 
nade! andinA Yo vienna tok nalt es sratte dot - 


aon . os. oa «ave... penal aaah : Lo 
(Packs teint vl wea € en 
fee Ts . \piatieceal oats sb asmimk! 7 
Sao tare ) ace Vem : 
Covene tirkahes tte sahiaT sony c= 


Tey Al 4¢e cagee ; eal ' 
Pups: & POY! vay ee : 
ie = Vite. = 
Pen $10.00 inahidhies GST , TY eee 
Tey oe 
> ¢ <ereeettle ‘ecwin cone on ihe visor . ws _ as a" 
a wae Wiescs . 


f i 


tart Fes: P-Sa200KE > | er | 
SUN Deo Teter - 


Foreword by the Minister of Finance 


I am pleased to table in Parliament the Government of Canada’s Debt Management 
Report tor fiscal year 2005-06. The report provides a full and transparent account 
of how Canada’s debt is managed. 


Canada has made great inroads in reducing its federal debt, wiping over $80 billion 
from its books and reducing the debt burden to its lowest level i in a quarter of a 
century. This is a significant investment in the financial security of our children 

and grandchildren. 


At the same time, the Government has set aside the resources needed to pursue 
such national priorities as cracking down on crime, offering more choice in child 
care, reducing taxes and taking the necessary steps to restore fiscal balance to 
our country. 


This year and going forward, the Government plans to achieve annual debt 
reduction of $3 billion, while reducing growth in program spending to a more 
sustainable rate. Thanks to this approach, we will be able to reach our debt-to-GDP 
(gross domestic product) goal of 25 per cent by 2013-14. This reduced debt 
burden will offer Canada new opportunities to pursue such goals as an improved 
quality of life, a cleaner environment and a stronger economic union. 


The Government’s improved financial status has provided challenges for debt 
management, most notably maintaining a well-functioning government securities 
market, while adjusting the structure of the debt to reduce its cost for taxpayers. 
This year’s Debt Management Report jue eid recent debt management 
initiatives, including: 


e Continuing to lower debt costs by reducing the fixed-rate component of the debt 
toward 60 per cent from two-thirds by 2007-08. 


e Maintaining the liquidity of new Government of Canada bond issues through 
continued buybacks of outstanding debt and making some new issues fungible 
with existing bond issues. 


¢ Adjusting the operational framework for auctions to promote dealer and 
investor participation. 


¢ Assessing the merits of consolidating the borrowing activity of major 
government-backed entities with those of the federal government. 


By remaining true to its commitments and the core values of Canadians, our 
government will ensure the country’s economy remains secure and prosperous 
today and for future generations. 


The Honourable James M. Flaherty, P.C., M.P. 
Minister of Finance 


Ottawa, November 2006 
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Purpose of This Publication 


This edition of the Debt Management Report provides a detailed account of 
the Government of Canada’s borrowing and cash operations for fiscal year 


April 1, 2005 to March 31, 2006. 


It provides a comprehensive report on the environment in which the debt is 
managed, the composition and changes in the debt during the year, and the 
implementation of planned borrowing operations and initiatives set out in the 


2005-06 Debt Management Strategy, published in March 2005. Reference tables 
containing statistics on the operation of debt programs are provided at the end of 


the report. 


The information contained in this report is designed for a range of interested 


parties and to ensure transparency and accountability in Government of Canada 
borrowing and cash management activities. Information on the management of 


the foreign reserves is provided in a separate report, the Report on the Management 
of Canada’s Official International Reserves. The Debt Management Strategy, 
the Debt Management Report and the Report on the Management of Canada’s 


Official International Reserves are tabled annually in Parliament and are available 


on the Department of Finance website at www.fin.gc.ca. 


Federal Debt Management 


Market Debt 


Payable in Canadian currency 
Marketable bonds 
(fixed-rate bonds with 2-, 5-, 10- and 30-year maturities 
and Real Return Bonds with 30-year maturities) 
Treasury bills and CMBs 
(zero-coupon securities with 1-day to 12-month maturities) 
Retail debt 
(Canada Savings Bonds and Canada Premium Bonds) 
CPP bonds 


Payable in foreign currency 
Marketable bonds and foreign currency notes 
(fixed-rate bonds, Canada notes and Euro Medium-Term Notes) 
Canada bills 
(zero-coupon securities with 1- to 9-month maturities) 
Total market debt 
Liquid Financial Assets 


Short-term deposits with financial institutions 


Management of the federal debt involves two major activities: actively managing 
the portion of the debt that is borrowed in financial markets; and investing part of 
the proceeds of borrowing in liquid assets until needed for operations. As of 
March 31, 2006, the market debt was $427.3 billion, composed of marketable 
bonds, treasury bills, retail debt, foreign currency debt and Canada Pension Plan 
(CPP) bonds. The Government held $21.1 billion of domestic cash balances. 


(C$ billions) 


261.1 


1O1.6 


ives 


3.1 


9.4 


47 


427.3 


18.0 


Source: Public Accounts of Canada. 
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This document is structured as follows: 


¢ The introduction provides highlights of the debt program for 2005-06, as well 
as information related to governance and the debt strategy framework. 


e Part I describes the fiscal environment in which the debt is managed and the 
composition of market debt. 


e Part II reports on the implementation of borrowing program initiatives against 
the 2005-06 debt strategy by major theme: cost and risk of the debt structure; 
liquidity in the Government of Canada securities market; review of borrowing 
framework policies; and participation at government securities auctions. 


e Part III provides measures of outcomes during 2005-06 of domestic program 
operations and auction participation; indicators of secondary market activity; 
and indicators of foreign reserves funding.' 


e Annex | explains the composition of the federal debt, Annex 2 lists treasury 
evaluations performed since 1992, Annex 3 contains a glossary of debt 
management terms and Annex 4 contains contact information. 


e Reference tables provide historical information on debt-related activities. 


' The Report on the Management of Canada’s Official International Reserves, available at 
www.fin.gc.ca/toce/2006/oir06_e.html, provides further information on the performance of the reserves portfolio. 


Introduction 


Highlights 


Continued Decline in Federal Indebtedness 


In 2005-06, the level of federal indebtedness continued to decline. On a full 
accrual basis, the federal debt was reduced by $13.2 billion to $481.5 billion, down 
$81.4 billion from its peak in 1996-97. With a budgetary surplus of $13.2 billion 
and a net requirement from non-budgetary transactions of $6.4 billion, there was a 
financial source of $6.8 billion in 2005-06. With this financial source, $6.3 billion 
of unmatured debt was retired and cash balances were increased by $0.5 billion. 


Debt-servicing charges were down $0.3 billion to $33.8 billion from fiscal 

year 2004-05, reflecting the impact of a decline of $6.2 billion in the stock of 
interest-bearing debt. Gross public debt charges as a percentage of interest-bearing 
debt was unchanged from last year’s rate of 5.6 per cent. Debt-servicing charges 
were down $15.6 billion from fiscal year 1996-97 (for more information, see 

the 2005-06 Annual Financial Report of the Government of Canada at 
www.fin.gc.ca/purl /afr-e.html). 


Adjusting the Structure of the Market Debt 


Adjustments in the level of treasury bill and net bond issuance continued the 
process begun in 2003-04 of reducing the fixed-rate share of the debt from 
two-thirds to a target of 60 per cent by 2007-08. The fixed-rate share fell from 
63.1 per cent to 62.5 per cent over the course of the year. The stock of treasury 
bills and cash management bills increased by $4.4 billion to $131.6 billion, while 
the stock of nominal bonds declined by $6.9 billion to $237.3 billion in 2005-06. 


Maintaining a Liquid Government Securities Market 


The main challenge in managing the federal debt in recent years has been to 
support the maintenance of a liquid, well-functioning government securities 
market as a source of stable low-cost funding in the face of declining borrowing 
requirements. To this end, debt operations during the 2005-06 fiscal year 
continued to focus on maintaining the liquidity of new issues through continued 
buybacks of outstanding debt and adjusting the new 2-year issuance to take 
advantage of fungibility (i.e. the ability to combine different bonds that share 
the same maturity date) with existing bond issues. 


In November 2005, officials from the Department of Finance and the Bank of 
Canada consulted with interested parties on issues relating to the design and 
operation of the Government of Canada’s debt programs for fiscal year 2006-07 
and beyond. The consultations supported the initiative to maintain liquidity 
through fungibility for 2006-07 by forgoing one 5-year auction that is fungible 
with a previous 10-year benchmark, as announced in the 2006-07 Debt 
Management Strategy (for more information, see Debt Strategy Consultations 
2006/07 at www.bankofcanada.ca/en/notices_fmd/2005 /not281005.html 

and the 2006-07 Debt Management Strategy at 
www.fin.gc.ca/toce/2006/dms06e.html). 
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Operational Initiatives 


Operational changes made in 2005-06 to encourage participation and promote 
liquid and efficient markets included: advancing the timing of bond auctions from 
12:30 p.m. to 12:00 p.m.; advancing the timing of cash bond buybacks from 
1:00 p.m. to 12:20 p.m.; and reducing the turnaround time in which auction and 
buyback results are made public. 


An evaluation of the debt distribution framework for Government of Canada 
securities was completed during the year. Changes to the framework for auctions, 
which included adjustments in auction access for dealers and customers and 
changes to minimum bidding obligations of dealers, were announced on 

the Bank of Canada’s website in August 2005 (for more information, 

see www.bank-banque-canada.ca/en/notices_fmd/2005/not080805.html). 


Review of the Crown Borrowing Framework 


An external evaluation of the borrowing framework used by major federal 
government-backed entities? was completed by an external evaluator in June 2005. 
It was observed that consolidation of Crown borrowing activity with the federal 
borrowing program could support the liquidity of the Government of Canada 
securities market and result in a reduction in aggregated borrowing costs. It was 
also noted that a range of issues required further analysis to assess the merits of such 
an initiative. Follow-up analysis was undertaken in consultation with the Crown 
corporations. This process was ongoing at the time this report was prepared. 


* These entities comprise six “Borrowers”: four Crown corporations (the Business Development Bank of Canada, 


Canada Mortgage and Housing Corporation, Export Development Canada and Farm Credit Canada) and two 
non-Crown corporations (the Canada Housing Trust and the Canadian Wheat Board). While each Borrower 
issues debt in its own name, all of their debt issues are backed by the full faith and credit of the Government. 


Debt Strategy Framework 


Governance 


Part IV of the Financial Administration Act empowers the Minister of Finance to 
issue securities and to do any other thing related to the borrowing of money that 
the Minister considers appropriate. Section 49 of the act requires the Minister to 
table in the House of Commons, within 45 sitting days after the tabling of the 
Public Accounts of Canada, a report on the activities of the Minister in relation to 
the management of the public debt. This report is intended to fulfill this obligation 
and to support public transparency and accountability. 


Responsibility for strategic planning and the operational management of the 
market debt and liquid assets, including the foreign exchange reserves, all of which 
is termed “funds management,” is jointly borne by officials at the Department of 
Finance and the Bank of Canada. The Bank of Canada acts as fiscal agent for the 
Minister of Finance in issuing debt, investing funds and conducting other market 
operations (see www.fin.gc.ca/treas/Goveev/TMGF_le.html). 


The oversight of activity is carried out through a Funds Management Committee 
(FMC), which comprises senior management from the Department of Finance 
and the Bank of Canada. The FMC advises the Minister of Finance on policy and 
strategy, oversees the implementation of approved policy and plans, and reviews 
performance outcomes. 


The FMC is supported by a Risk Committee (RC), whose mandate is to oversee 
and advise on the risk management policy and to report to the FMC on financial 
risk positions. The Financial Risk Office at the Bank of Canada provides analytical 
support to the RC in this role and is responsible for monitoring and regularly 
reporting on the financial performance and position of certain financial assets 

and foreign-currency-denominated derivatives, including market, credit, 
operational, liquidity and legal risks. 


In order to inform future decision making and to support transparency and 
accountability, different aspects of the Government of Canada’s treasury activities 
are reviewed periodically under the Department of Finance’s treasury evaluation 
program. The program’s purpose is to assess the frameworks and processes used in 
the management of wholesale and retail market debt, cash and reserves as well as 
the treasury activities of other entities under the authority of the Minister of Finance 
(see the section “Program Reviews and Evaluations” and Annex 2). 
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Objectives and Principles 


The federal debt strategy covers the management of federal market debt and 
operational activities related to it, including the management of cash balances 
and the funding of the foreign exchange reserves. 


Debt and cash management are conducted in view of objectives and principles. 
All funds management activities are conducted in view of overarching principles. 


Objectives 


The fundamental objective of debt and cash management is to raise stable and 
low-cost funding to meet the operational needs of the Government of Canada. 


An associated objective is to maintain a well-functioning market in Government 
of Canada securities, which helps to keep debt costs low and is of benefit to 
domestic market participants. 


Principles 
Transparency, Regularity and Liquidity 


The design and implementation of the debt program should emphasize 
transparency, regularity and liquidity to support a well-functioning government 
securities market. The Government should consult regularly with market 
participants to ensure the integrity and attractiveness of the market for dealers 
and investors. 


Prudence 


Prudence should be pursued by managing the structure of the debt, by raising 
funds for operational needs using a variety of instruments denominated in the 
currency of need, and by managing exposure to credit risk through diversification. 


Overarching Funds Management Principles 


e Risk management: debt and asset management activities should be conducted 
in line with clear operational and risk guidelines, and risk monitoring and 
oversight should be independent of treasury management operations. 


e Efficiency and effectiveness: policy and operational standards should take 
into account, to the extent possible, the leading practices of other comparable 
sovereigns. Regular evaluations should be conducted to ensure the efficiency 
and effectiveness of the governance framework, policy initiatives and 
operations. 


_ © Reporting: Information on funds management plans, activities and outcomes 
should be made publicly available in a timely manner so as to facilitate 
understanding and accountability to Canadians and domestic market 
participants, 
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Part I: 2005-2006 Debt Management Context 


Since the annual debt-servicing cost is the largest single budgetary expense, 
effective management of the federal debt is important to all Canadians. This section 
provides an overview of the context within which 2005-06 debt management 
decisions were taken. 


The Budgetary Context 


Budgetary Outcome and Public Debt Costs 


A budgetary surplus of $13.2 billion was recorded in 2005-06, the ninth 
consecutive surplus. The federal debt has been reduced by $81.4 billion since its 
peak in 1996-97. The federal debt-to-GDP (gross domestic product) ratio has 
fallen 33.3 percentage points from its peak of 68.4 per cent in 1995-96 to 

35.1 per cent in 2005-06 (see Chart 1), its lowest level since 1981-82. As 
announced in the 2006 budget, a debt-to-GDP ratio of 25 per cent is to be 
achieved by 2013-14. 


In 2005-06, 15.2 cents of every dollar of revenue was spent to pay interest on the 
public debt, down from a peak of almost 38 cents in 1990-91. Public debt charges 
as a percentage of GDP declined to 2.5 per cent in 2005-06 from 2.6 per cent 

in 2004-05 (see Chart 1). In 2005-06, gross public debt charges as a percentage 
of interest-bearing debt was unchanged from last year’s rate of 5.6 per cent 

(for detailed information, see the 2005-06 Annual Financial Report of the 
Government of Canada at www.fin.gc.ca/purl /afr-e.html) 


Chart 1 
Federal Debt-to—GDP Ratio 
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Source: Department of Finance. 
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Financial Source/Requirement 


The key budgetary reference point for debt management is the financial 

source /requirement. While the budgetary balance is presented on a full accrual 
basis, recognizing revenues and expenses when they are incurred, the financial 
source /requirement reflects current- and prior-year budgetary items, as well as 
the cash requirements for non-budgetary transactions. As such, the financial 
source /requirement drives the changes in the market debt and in the level of 
financial assets. 


In 2005-06, the budgetary surplus of $13.2 billion and a net requirement of funds 
from non-budgetary transactions of $6.4 billion produced a financial source of 
$6.8 billion (see Chart 2). This compares to a financial source of $6.6 billion in 
2004-05, $7.6 billion in 2003-04 and $9.4 billion in 2002-03. The financial 
source contributed to a $6.3-billion reduction in unmatured debt and a 
$0.5-billion increase in cash balances at year-end. 


Chart 2 
Budgetary Balance and Financial Source/Requirement 
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Sources: Public Accounts of Canada and Statistics Canada. 
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Composition of the Federal Debt 


The federal debt consists of the total liabilities of the Government of Canada 

(gross debt) minus financial and non-financial assets. For accounting purposes, 
gross debt is decomposed into: market debt, which is issued and outstanding in 
financial markets; value adjustments to market debt (for the foreign exchange 

value of swap liabilities and the net of unamortized premiums and discounts of new 
issues and buybacks); capital leases; and other liabilities. Other liabilities comprise 
liabilities held outside capital markets and include obligations to public sector 
pension plans as well as accounts payable and accrued liabilities and allowances. 


The following diagram illustrates the relationships between the components of the 
federal debt, based on the 2005-06 fiscal year. See Annex 1 for a more detailed 
description of the composition of the federal debt. 


Federal Debt as at March 31, 2006 


Gross debt UNMATURED DEBT 
702.5 billion 
: Market debt 
a $427.3 billion es 
(marketable bonds, treasury ocus 
i bills, retail debt, castes 
fin cee. CPF bonds and 
fae 6 billion foreign debt) 
(cash, reserves, loans) : 


Market debt value 
adjustments 
($6.1 billion) 


T 


Net deb : Interest- 

$536.9 billion bearing 
oe ab debt 
Less Pension and other liabilities 
non-financial assets $179.9 billion 

$55.4 billion 

(capital assets) 
aE Accounts payable and 
accrued liabilities 

Federal debt $101.4 billion 
$481.5 billion 


(accumulated deficit) 


Source: Public Accounts of Canada. 
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Of note, the presentation of unmatured debt in the Public Accounts of Canada has 
been rearranged for 2005-06. Unamortized premiums, discounts, and commissions 
have been reclassified from the “interest and matured debt” line of the financial 
statements to “unmatured debt” in the Statement of Financial Position. The cross- 
currency swap revaluation account has also been shifted from “accounts payable 
and accrued liabilities” to “unmatured debt” in the Statement of Financial Position. 
These changes were made so that all amounts pertaining to the current value of 
unmatured debt are grouped under the same section in the financial statements. 


There are two types of market debt: domestic debt, which is denominated in 
Canadian dollars, and foreign currency debt (see Chart 3). Funding in Canadian 
dollars is done through wholesale and retail channels. Wholesale funding is 
conducted through issuance of marketable securities, which include nominal bonds, 
Real Return Bonds, treasury bills and cash management bills. These securities are 
sold via auctions to Government of Canada securities distributors and end-investors 
(details on the framework for government securities distributors and primary dealers 
can be found at www.bankofcanada.ca/en/auct.html). Retail funding is raised 
through sales of Canada Savings Bonds and Canada Premium Bonds to individuals 
who are Canadian residents (see www.csb.gc.ca for more information about the 
retail debt program). 


See www.fin.gc.ca/invest/instru-e.html for a detailed description of the 
Government of Canada’s market debt instruments. 


Charice 


Market Debt 
As at March 31, 2006 


Foreign 
currency bonds 
CP and notes 
_ bonds 2.2% Canada bills 
Retail 0.7% 1h 
debt 
4.0% 


Treasury bills 
30.8% 


Marketable 
bonds 
61.1% 


Sources: Public Accounts of Canada and Annual Financial Report of the Government of Canada. 


Funds raised in Canadian dollars are used primarily to meet operational 
requirements. A portion of Canadian-dollar wholesale debt is swapped to foreign 
currencies to fund the Government’s foreign exchange reserves. Chart 4 shows the 
composition of market liabilities taking these swaps into account. 


Table 1 shows the change in the composition of federal market debt as at 

March 31, 2006, by domestic and foreign debt programs. Total domestic debt fell 
by $2.3 billion while foreign currency debt declined by $2.2 billion. Further details 
on the changes in programs and indicators of debt management operations and 
activities can be found in Part III. 


Chart 4 


Market Liabilities, Including the Effect of Swaps, 
As at March 31, 2006 


Foreign 
currency bonds 
and notes 
Cee 2.2% Canada bills 
Retail bonds 1.1% 
debt. 0.7% 


4.0% 


Treasury bills 
30.8% 


Marketable 


bonds 
Cross-currency Interest rate swaps 54.7% 
swaps 0.3% 
6.1% 


Note: As at March 31, 2006, the total amount of interest rate ($1.4 billion) and cross-currency ($26.2 billion) 
swaps outstanding stood at $27.6 billion. Cross-currency swaps are valued on a nominal basis and used to 
convert C$-denominated government debt into foreign currency obligations for the purpose of funding the 
foreign reserves portfolio. 


Sources: Public Accounts of Canada and Annual Financial Report of the Government of Canada. 


Table 1 
Change in the Composition of Federal Market Debt 


April 1, 2005' March 31, 2006 


Outstanding Outstanding Change 
($ billions) 
Domestic debt ATES ALS .2 -2.3 
Foreign currency debt? 16.3 14.1 -2.2 
Total market debt 431.8 427.3 rats 


' The comparative figures have been restated to reflect the current year’s presentation. 
* Liabilities are stated at par value using March 31, 2006, closing exchange rates. 
Source: Public Accounts of Canada. 
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Part Il: Report on the 2005-2006 Debt Strategy 


The 2005-06 Debt Management Strategy, published in March 2005, set out 

an action plan for the management of the debt and cash balances (for more 
information, see www.fin.gc.ca/toce/2005/dms05e.html). A summary of the 

plan and actions taken is provided at the end of this part of the report. This section 
reports in more detail on actions taken, organized around two key debt strategy 
objectives: raising stable, low-cost funding and maintaining a well-functioning 
government securities market. 


Raising Stable, Low-Cost Funding 


Achieving the objective of raising stable, low-cost financing involves managing the 
Government’s exposure to changes in interest rates and their impact on borrowing 
costs (interest rate risk). This section highlights the actions taken to manage 
interest rate risk. 


Debt Structure 


The Government’s interest-bearing debt is made up of a mix of short- and 

long term-debt. There is generally a trade-off between cost and risk in the selection 
of which instruments to issue. Borrowing costs of longer-term instruments tend to 
be higher but are fixed for long periods, therefore reducing the risk to refinance 

at higher interest rates. On the other hand, borrowing costs of shorter-term 
instruments tend to be lower on average but are fixed for shorter periods, therefore 
increasing the risk to refinance at higher interest rates. Under the debt strategy, 

the balance between fixed- and floating-rate debt in the market debt structure 

is managed over time to keep debt-servicing costs stable and low. 


The main operational target used to manage the debt structure is the fixed-rate 
share, which measures the proportion of all government interest-bearing debt 
having fixed rates—debt that does not mature or need to be repriced within 
one year—relative to the total amount of interest-bearing debt. The February 
2003 budget announced the intention of reducing the fixed-rate share target 
from two-thirds to 60 per cent in 2007-08 (see Chart 5). 


Chart 5 
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Source: Bank of Canada. 


The decision to lower the fixed-rate share took account of positive economic 

and fiscal developments in Canada in recent years. Financial simulation modelling 
indicates that a 60-per-cent fixed-rate share would result in lower borrowing costs 
under the vast majority of potential interest rate scenarios without compromising 


debt-cost stability. 


The fixed-rate share declined from 63.1 per cent to 62.5 per cent over the 2005-06 
fiscal year. The change in debt structure will continue to be implemented gradually, 
in an orderly and transparent manner, over the next two years. 


As a consequence of the adjustment in the fixed-rate share, the stock of outstanding 
treasury bills and cash management bills, which are considered floating-rate debt, 
increased from $127.2 billion to $131.6 billion in 2005-06, while the stock of 
outstanding fixed-rate nominal bonds declined from $244.3 billion to 

$237.3 billion. 


Maturity Profile 


A related strategy to reduce the risk of higher borrowing costs is the 

establishment of a well-distributed maturity profile which limits the need to 
refinance a large portion of the debt in any given year when borrowing conditions 
may be unfavourable. In 2005-06, debt issuance plans continued to emphasize the 
distribution of borrowing across three benchmark treasury bill maturities (3, 6 and 
12 months) and five benchmark bond maturities (2-, 5-, 10- and 30-year nominal 
bonds plus a 30-year Real Return Bond). Issuance in a broad range of benchmark 
maturities ensures a controlled exposure to changes in interest rates over time and 
provides liquidity across investor segments, instruments and maturities, which 
contributes to managing both cost and risk. 
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Maintaining a Well-Functioning Market 


A well-functioning wholesale market in Government of Canada securities is 
important and of benefit to the Government as a borrower and to a wide range of 
market participants. For the Government as a debt issuer, a well-functioning market 
attracts investors and contributes to keeping funding costs low and stable over time. 
For market participants, a liquid and active secondary market in government debt 
provides credit-risk-free assets for investment portfolios, a pricing benchmark for 
other debt issues and swaps, and a primary tool for hedging interest rate risk. 


In 2005-06, the following actions were taken to promote liquidity in Government 
of Canada securities: 


¢ Regular and transparent issuance: The practice of pre-announcing quarterly 
bond auction schedules was continued. As in recent years, regular auctions 
included quarterly 2-, 5-, 10-year and 30-year Real Return bond auctions, 
and semi-annual 30-year nominal bond auctions. Regular and pre-announced 
issuance provided certainty for dealers and investors in terms of planning their 
investment activities and supported participation and competitive bidding for 
auctions of securities. 


¢ Benchmark target sizes: The 2-, 5-, 10- and 30-year new building benchmark 
target sizes were unchanged from the previous year (2-year bonds: $7 billion to 
$10 billion; 5-year bonds: $9 billion to $12 billion; 10-year bonds: $10 billion to 
$14 billion; and 30-year bonds: $12 billion to $15 billion). All benchmarks built 
in 2005-06 were within their target range. In the case of building benchmarks 
that were fungible with large existing bonds, the benchmark size was deemed 
attained when the total amount of outstanding bonds for a particular maturity 
date exceeded the minimum benchmark size for that maturity sector. 


¢ Regular buybacks: The regular bond buyback program differs from the cash 
management bond buyback program in that the former serves to maintain gross 
bond issuance, while the latter helps to manage cash requirements effectively 
by reducing large bond maturities. 


Against the backdrop of debt paydown in recent years, use of the regular bond 
buyback program on both a switch and cash basis to repurchase less liquid off-the- 
run bonds with more than one year to maturity (i.e. securities that are no longer 
the current or the previous building benchmark) has helped maintain gross bond 
issuance and benchmark bond sizes at higher levels than would have been 

possible without the buyback program, considering the Government’s funding 
requirements. Buybacks on a cash basis are “reverse auctions,” where off-the-run 
bonds offered to the Government are exchanged for cash. Buybacks on a switch 
basis, are also “reverse auctions” but involve the exchange of off-the-run bonds 
from the market for the current building benchmark. 


The 2005-06 Debt Management Strategy outlined a buyback target of between 

$9 billion and $10 billion, roughly $1.5 billion less than in 2004-05. During the 
fiscal year, $32.4 billion in gross new benchmark bonds were issued and $8.6 billion 
in off-the-run bonds were repurchased. In 2005-06, $3.3 billion in bonds were 
repurchased through the switch program (a decrease of $1.4 billion from 
2004-05), and $5.3 billion through the cash buyback program (a decrease 

of $1.5 billion from 2004-05). 


The cash management bond buyback (CMBB) program, through which a portion 
of the outstanding benchmark bonds maturing in up to 18 months are repurchased 
prior to their maturity, helps manage cash requirements by reducing the high levels 
of cash balances needed for key coupon and maturity payment dates. Overall, 

the CMBB programs in 2004-05 and 2005-06 lowered large bond maturities 
occurring in 2005-06 by 30 per cent, reducing the market impact of holding 

high levels of cash balances for coupon and maturity payment dates. 


As a result of actions taken to promote liquidity in Government of Canada 
securities, there are now fewer small, illiquid high coupon bonds and more large 
and liquid old benchmarks than there were in 2000. Since 2000 the number of 
bonds has been reduced from 71 to 51 while the average size per maturity date 
has increased from $5 billion to $6 billion. 


Table 2 
Impact of Debt Management Activities on Profile of Outstanding Bonds 
Nominal Bonds Real Return Bonds Total 
2000 2006 2000 2006 2000 2006 

Total bonds outstanding 

($ billions) 28iGen 23768 18th e245 294.4 261.9 
Average size per 

maturity date ($ billions) 5.0) 6.1 4.0 eal 5.0 6.0 
Number of bonds 

outstanding 68 47 3 4 ria eu 
Number of maturity dates 56 39 3 4 59 43 
Weighted average 

coupon rate (%) Toe 4 4.22 3.92 - ~ 


Sources: Bank of Canada and Public Accounts of Canada. 
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Program Reviews and Evaluations 


Regular assessment of treasury management frameworks and programs is 
undertaken as part of good governance and management of the debt program. 


Market Consultations 
Review of the Debt Distribution Framework 


In the fall of 2004, an evaluation of the debt distribution framework for 
Government of Canada securities was launched. The purpose of the review was 
to assess the framework’s effectiveness in raising stable, low-cost funding while 
supporting a well-functioning market for Government of Canada securities, 
and determine whether changes to the framework were warranted. 


The review was considered timely and appropriate given the evolution of the 
Government of Canada securities market since the previous review of the framework 
in 1998. The recent environment is characterized by lower borrowing requirements 
of the federal government; greater concentration of auction participation and 
secondary market trading; interest by some investors in direct participation at 
auctions; and innovation in financial markets through, for example, the 
development of alternative trading systems. 


After internal analysis and consultations with interested parties, the review 
concluded that the framework is generally working well, with auctions consistently 
covered and well bid. Modest changes to the framework were announced on the 
Bank of Canada’s website in August 2005, and came into effect in December 2005. 
These changes fell into two broad areas: adjustments in auction access for dealers 
and customers, and changes to minimum bidding obligations of dealers 

(for more information, see www.bank-banque- 

canada.ca/en/notices_fmd/2005 /not080805.html). 


Review of the Design of the Bond Program 


In November 2005, officials from the Department of Finance and the Bank of 
Canada consulted with interested parties on issues relating to the design and 
operation of the Government of Canada’s debt programs for fiscal year 2006-07 
and beyond. 


The focus of the market consultations was to assess potential structural 

changes to the bond program in light of declining fixed-rate borrowing needs. 
The consultations revealed that market participants recognize the challenges in 
maintaining well-functioning markets for Government of Canada securities in the 
context of lower borrowing needs and the movement towards a lower fixed-rate 
share of the Government’s debt. 


is 


The consultations identified a broad spectrum of options, ranging from modest to 
more fundamental changes, for adjustment of the bond program in the short and 
medium terms. Measures announced in the 2006-07 debt strategy include forgoing 
one 2-year and one 5-year fungible auction, changing the maturity of the 5-year 
benchmark bond from September to June and continuing the bond buyback 
program. A measure which was also raised but not adopted was the potential use of 
an interest rate swap program as a tool to continue to reduce the fixed-rate share of 
the debt while minimizing the impact on gross bond issuance and benchmark sizes 
(for additional details, see www.bank-banque-canada.ca/en /notices_fmd /2006/ 
not060406_strategy.html). 


Review of the Borrowing Framework of Major Federal Government-Backed Entities 


In 2004, KPMG LLP was engaged under the treasury evaluation program to 
determine whether the current regime governing capital market borrowings by 
major federal government-backed entities was functioning effectively. The review 
also considered alternative borrowing frameworks to determine if they could reduce 
cost and risk and enhance the liquidity of Canadian capital markets, taking into 
account the varying needs of the borrowers. 


In its report, published in September 2005 (see www.fin.gc.ca/toce /2005 / 
MFGBE-e.html), KPMG LLP observed that the current governance system 
between the Government of Canada and all of the organizations is functioning 
well. The report identified potential improvements to the terms of borrowing 
authorities provided by the Minister, the reporting of performance, as well as 

the sharing of information on funding activity. With respect to alternative 
borrowing frameworks, KPMG LLP observed that an approach worth considering 
is the consolidation of Crown borrowing activity with the Government’s own 
borrowing program. 


The merits of consolidating some or all of the borrowing by major government- 
backed entities into government debt programs was being further assessed at the 
time this report was prepared. 


° These entities comprise six “Borrowers”: four Crown corporations (the Business Development Bank of Canada, 
Canada Mortgage and Housing Corporation, Export Development Canada and Farm Credit Canada) and two 
non-Crown corporations (the Canada Housing Trust and the Canadian Wheat Board). While each Borrower 
issues debt in its own name, all of their debt issues are backed by the full faith and credit of the Government. 
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Participation in Operations 


Active participation at auction and buyback operations by a diverse group of market 
participants also helps achieve the key objective of stable, low-cost funding. 
Initiatives to enhance transparency and the bidding process have been undertaken 
to broaden participation over the past few years. 


An important initiative undertaken in 2005-06 was to advance the timing of bond 
auctions from 12:30 p.m. to 12:00 p.m. and to advance the timing of cash bond 
buybacks from 1:00 p.m. to 12:20 p.m. Moving the timing of these operations 
earlier in the day when demand for Government of Canada securities may 

be stronger as well as decreasing the time interval between the two operations by 
10 minutes has reduced market risk for participants. In addition, the time in which 
auction and buyback results are made public (turnaround time) continued to 
improve (see Chart 6). 


Lower turnaround times and advancing the time of the auction and of the 
cash buyback enhance the efficiency of the auction and buyback process 

and encourage participation by reducing the market risk for participants. 

In consultations on the development of the debt strategy, market participants 
have indicated their satisfaction with these changes. 


There has been a significant reduction in turnaround times in recent years, 

from 45 minutes at the end of 1998, to an average of close to 2 minutes for 
treasury bill and bond auctions and an average of less than 4 minutes for buyback 
operations in 2005-06. Turnaround times have been on a “best efforts basis” 
since April 6, 2004 (see Charts 6 and 7). 


As announced in the 2006-07 Debt Management Strategy, the Bank of Canada is 
currently targeting an average turnaround time of less than 3 minutes for auctions 
and less than 5 minutes for buybacks. Similarly, maximum turnaround times have 
been reduced from 10 minutes to 5 minutes for auctions and from 15 minutes 

to 10 minutes for buyback operations. 


Chart 6 
Turnaround Times for the Release of the Results 
of Treasury Bill and Bond Auctions, 2004-2006 
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Chart 7 
Turnaround Times for the Release of the Results 
of Buyback Operations, 2004-2006 
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Debt Strategy Plan and Summary of Actions Taken 


The following summary reports on the planned initiatives, their purpose and actions taken through 
2005-06, as outlined in the Debt Management Strategy published in March 2005 
(www.fin.gc.ca/toce/2005/dms05e.html). 


Debt Structure 


Objective: Gradually reduce the fixed-rate share of debt from two-thirds to 60 per cent by 2007-08. 


Plan 


Intended Result 


Actions Taken 


Continue to reduce the 
fixed-rate share of debt towards 
the 60-per-cent target. 


Increase the size of the treasury 
bill program from about 

$130 billion in 2004—05 to 
approximately $140 billion 

in 2005-06. 


Issue about $33 billion of 
bonds in 2005-06, about 

$3 billion less than in 2004-05. 
Due to large bond maturities 
and continued bond buyback 
operations, the bond stock is 
expected to decrease by some 
$8 billion, to $235 billion. 


Reduce the size of the regular 
bond buyback program, with 
a planned level of between 

$9 billion and $10 billion, 
roughly $1.5 billion less than 
in 2004-05. 


Maintain a stable maturity 
profile by continuing to issue in 
all sectors of the curve and by 
using the cash management 
bond buyback (CMBB) 
program to reduce large 
maturities. 


Achieve lower debt charges, 
while continuing to prudently 
mitigate the risk to the 
budget framework. 


Facilitate market adjustment 
to changes in the bond and 
treasury bill programs. 


Preserve liquidity 
in outstanding issues. 


Limit the need to refinance a 
large portion of debt in any 
given year. 


The fixed-rate share was 
reduced from 63.1 per cent to 
62.5 per cent over the 2005-06 
fiscal year. 


The stock of outstanding 
treasury bills and cash 
management bills increased by 
$4.4 billion from $127.2 billion 
to $131.6 billion due to a larger 
than expected financial source. 


$32.4 billion of nominal bonds 
were issued. The stock of 
outstanding bonds declined by 
$6.9 billion to $237.3 billion. 


$8.6 billion of bonds were 
repurchased through the 
regular bond buyback program 
on a cash and switch basis. 


Average term to maturity was 
maintained above 6.5 years. 


$8.7 billion of bonds were 
repurchased through the 
CMBB program. The 2004-05 
and 2005-06 CMBB operations 
reduced large maturities in 
2005-06 by 30 per cent 

on average. 
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Debt Strategy Plan and Summary of Actions Taken (cont'd) 


Domestic Debt Programs 


Objective: Maintain diversified sources of funding and a well-functioning market. 


Plan 


Intended Result 


Actions Taken 


Continue regular issues of 
marketable bonds in four 
maturity sectors, treasury 
bills in three maturity sectors, 
and a 30-year Real 

Return Bond. 


Continue to borrow on a 
pre-announced basis and 
provide timely notices of 
government policy decisions. 


Maintain current new maturity 
benchmark target sizes for 
2-, 5-, 10- and 30-year bonds. 


Forgo the 2-year auction in the 
fourth quarter of 2005-06, 
where it was fungible with a 
large existing bond. 


Consult with market 
participants in 2005-06 
on potential changes to 
the structure of the 
bond program. 


Advance the timing of bond 
auctions from 12:30 p.m. 

to 12:00 p.m. and advance 
the timing of cash buybacks 
from 1:00 p.m. to 12:20 p.m., 
10 minutes closer to the bond 
auction than previously. 


Keep costs low and mitigate 
funding risk by diversifying 
borrowing across investor 
segments, instruments 

and maturities. 


Maintain transparency 
and efficiency. 


Maintain a liquid market for 
on-the-run issues and building 
benchmark issues. 


Facilitate a reduction in gross 
bond issuance to lower the 
fixed-rate share of the debt 
while maintaining liquidity in 
that sector of the yield curve. 


Adjust the structure of the 
bond program to achieve a 
60-per-cent fixed-rate share by 
2007-08 while maintaining a 
well-functioning government 
securities market. 


Encourage participation by 
moving the timing of these 
operations earlier in the day 
when demand for Government 
of Canada securities may be 
stronger and decreasing the 
time interval between the two 
operations to reduce market 
risk for participants. 


Issuance schedule and 
maturities of past years were 
maintained in treasury bills, 
nominal bonds and Real 
Return Bonds. 


The issuance schedule was 
maintained and announced 
prior to the start of 

each quarter. 


Benchmark bond target ranges 
were achieved. 


Liquidity in the 2-year sector 
was achieved. 


Consultations took place in late 
2005. A summary of comments 
received from interested parties 
was posted on the Bank of 
Canada’s website on 

April 7, 2006. 


The new timing of auction 
and buyback operations was 
successfully implemented. 
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Debt Strategy Plan and Summary of Actions Taken (contd) 


Domestic Debt Programs (cont’d) 


Plan 


Intended Result 


Actions Taken 


Continue to work to lower 
turnaround times for the 
release of results of auctions 
and buybacks. 


Update the retail debt strategy. 


Enhance the bidding process 
and participation by reducing 
market risk for participants. 


Ensure the evolving needs 
of the Government of Canada 
and Canadians are met. 


Turnaround times on a best 
efforts basis have averaged 
close to 2 minutes for auctions 
and less than 4 minutes 

for buybacks. 


A program evaluation is 
ongoing with efforts focused 
on cost reduction and 
improving efficiency. 


Foreign Reserves 


Objective: Improve the cost-effectiveness of funding foreign reserves assets. 


Plan 


Intended Result 


Actions Taken 


Note: The 2005-06 debt strategy also included the objectives listed below for the management of the foreign 
reserves portfolio, the Exchange Fund Account (EFA). The EFA provides a source of foreign currency liquidity 
and is used to promote orderly conditions in the foreign exchange market for the Canadian dollar 

(see the Report on the Management of Canada’s Official International Reserves at 
www.fin.gc.ca/toce/2006/oir06_e.html for details on actions in the area of reserves management). 


Continue to use cross-currency 
swaps as the primary source of 
reserves funding. 


Modernize the Currency Act, 
which provides the legislative 
basis for the management of 

the foreign reserves. 


Continue to review the 
foreign reserves portfolio 
investment policy. 


Support a positive carrying cost 
of reserves assets. 


Reduce potential for legal risk 
issues by modernizing the act 
and increasing the flexibility 
of investment policy. 


Improve the risk/return profile 
of the portfolio, with the 
possible inclusion of new 

asset classes. 


Sixty-four cross-currency swaps 
were executed in 2005-06 
totalling $7.2 billion. 


Amendments enacted through 
Budget Implementation Act, 
June 2005. 


An external review of the EFA 
was completed and will be 
released publicly in 2006. 
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Part Ill: Programs and Indicators 


Part III is divided into three main sections: indicators of the outcome of domestic 
debt program operations, indicators of cash management activity, and indicators 
of reserves funding. It also provides information on the distribution of holdings 

of Government of Canada securities. The indicators are intended to provide 
information on the key measures used by government debt managers. As outcomes 
in virtually all cases are the product of many factors, the measures do not directly 
reflect the impact of specific government debt management policies. However, 
they serve as useful metrics in helping to understand the results and context 

of debt management initiatives. 


Domestic Debt Programs 


Measures of outcomes in the area of domestic debt management can be divided 
into two groups: those associated with the debt issuance process (the primary 
market) and those dealing with post-issuance trading (the secondary market). 


Measures of a well-functioning securities market include the degree to which 
auctions in the primary market are well bid and the level of liquidity and trading 

in the secondary market. In 2005-06, treasury bill and bond auctions continued 

to be covered and well bid. Primary dealers, a core group of government securities 
distributors that maintain a certain threshold of activity in the market for 
Government of Canada securities, play the dominant role at auctions, winning more 
than 95 per cent of bonds offered, except in the case of Real Return Bond auctions, 
where customers have won more than 45 per cent of the bonds on offer in 

recent years. : 


The secondary market for Government of Canada securities continues to experience 
healthy trading volumes and turnover ratios that compare favourably to those of 
other countries. Primary dealers also play a major role in secondary markets, with 
the top 10 participants accounting for about 99 per cent and 94 per cent of the 
turnover of treasury bills and bonds respectively (for more information on the 
federal debt distribution framework, see www.fin.gc.ca/dtman /2001- 
2002/dmr02_3e.html#Annex%201). 


Primary Market 


Program Activity 
Nominal Bonds 


Gross bond program issuance in 2005-06 was $32.4 billion (including issuance 
through switch buybacks), about $3 billion lower than the $35.5 billion in 
2004-05 (see Table 3). Gross issuance consisted of $10.0 billion in 2-year bonds, 
$9.2 billion in 5-year bonds, $10.0 billion in 10-year bonds and $3.2 billion in 
30-year bonds (see Reference Table VIII for more information on bond auctions). 
In 2005-06, $22.1 billion of bonds matured. Taking into account buybacks and 
maturities, the stock of outstanding bonds declined by $6.9 billion during the 
fiscal year to $237.3 billion as at March 31, 2006. 
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Table 3 
Change in Composition of Federal Market Debt, 2005-06' 
Receipts/ Payments/ 
April1, 2005 Credits Charges March 31, 2006 Change 
($ billions) 

Payable in Canadian currency 
Nominal bonds 2A 32.4 39.4? Pao T fect -6.9 
Real Return Bonds 22.4 zele 0.0 24.5 ott 
Treasury bills* Vie 309.9 305-0 eye 4.4 
Retail debt 19.1 1.8 3.6 are: -1.7 
CPP bonds and notes 34 0.0 0.3 3.1 -0.3 
Total domestic debt 416.3 413.9 -2.4 
Payable in foreign currencies® 
Foreign bonds® 9.9 is] t6 -2.3 
Canada bills 3.9 15S 15.0 47 0.9 
Canada notes ae 0.0 0.6 0.5 -0.6 
Euro Medium-Term Notes ale 0.0 OZ a Ges -0.2 
Total foreign debt UakS) 14.3 Lie. 
Less: Government’s 

own holdings’ ghee 17.4 13 120 -0.1 
Total market debt 431.8 427.3 -4.5 
Obligations related to 

capital leases 2.9 0.1 0.1 2.9 0.0 
Unamortized discounts 

and premiums -6.3 3.0 4.0 -6.8 -0.4 
Cross-currency swap revaluation -0.9 IRS -2.3 -1.3 
Total unmatured debt 427.4 421.1 -6.3 


Note: Sub-categorization of Government of Canada debt is in accordance with Bank of Canada reports, 
which may vary slightly from Public Accounts categories due to differences in classification methods. 
Numbers may not add due to rounding. 


' The comparative figures have been restated to reflect the current year’s Public Accounts presentation. 


2 Includes the regular bond buyback program ($8.6 billion) and the cash management bond buyback 
program ($8.7 billion). Some cash management bond buybacks in 2005-06 did not reduce maturities in 
that year, but will in 2006-07. 


° Includes CPI adjustment. 


“ These securities are issued at 3-, 6- and 12-month maturities and are therefore rolled over a number of 
times during the year for refinancing. This results in a larger number of new issues per year than stock 
outstanding at the end of the fiscal year. These amounts include cash management bills. 


5 Liabilities are stated at par value at the March 31, 2006 exchange rate. Changes in outstanding amounts 
for foreign currency bonds, Canada notes and Euro Medium-Term Notes include the exchange rate 
appreciation/depreciation of the currency of issue versus the Canadian dollar. 


® Includes $246.1 million in securities assumed by the Government of Canada on February 5, 2001, on the 
dissolution of Petro-Canada Limited. 


’ Includes a consolidation adjustment for Crown corporations and other entities. 
Source: Public Accounts of Canada. 
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Real Return Bonds (RRBs) 


Including the adjustment for the Consumer Price Index (CPI), RRB issuance 
in 2005-06 was at a level similar to the previous year’s issuance of $2.1 billion, 
increasing the level of outstanding RRBs from $22.4 billion to $24.5 billion 
as at March 31, 2006. In 2005-06 the fourth RRB was issued, and had a 
December 1, 2036, maturity (see Reference Table X for more information 

on RRB auctions). 


Regular Bond Buyback Program 


The objectives of the regular bond buyback program are to enhance liquidity and 
maintain active new issuance in the primary market for Government of Canada 
securities. Regular bond buyback operations totalled $8.6 billion in 2005-06, 
consisting of $4.7 billion in 2- and 5-year bonds, $2.6 billion in 10-year bonds 
and $1.3 billion in 30-year bonds (see Reference Table XII for more information 
on buyback operations). 


Buybacks on a cash basis resulted in $5.3 billion of new benchmarks being issued. 
Switch buyback operations in 2005-06 resulted in $4.5 billion of new building 
benchmarks being issued. 


The amount of new bonds issued through buybacks on a switch basis does not 
necessarily equal the amount of old bonds bought back through switch Operations 
because the exchange is not done on par value but on a duration-neutral basis. 
Chart 8 shows the impact of regular bond buybacks on benchmark sizes 

in 2005-06. 


Chart 8 

Impact of Regular Buyback Program 
on Benchmark Sizes in 2005-06 

As of March 31, 2006 
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Source: Bank of Canada. 
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Treasury Bills and Cash Management Bills (CMBs) 


The stock of outstanding treasury bills and CMBs increased by $4.4 billion during 
2005-06 to $131.6 billion at March 31, 2006, consistent with the orderly move to 
a lower fixed-rate share of debt. Over the fiscal year, $309.9 billion in treasury bills 
and CMBs were auctioned, an increase of $38.4 billion from the previous year 

(see Table 4). There were $7.5 billion of CMBs outstanding at the beginning of 
fiscal 2005-06 and $11.8 billion outstanding at the end of the year. Throughout 
the year, $58.9 billion in CMBs were issued for various short-term maturities. 
More frequent use of CMBs, as a cost-effective cash management tool, 

helped smooth fluctuations in cash balances over the year. 


Table 4 
Treasury Bill and CMB Program Issuance 


Issuance 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 
($ billions) 
CMBs 9.0 TO 23.8 26.0 25.0 58.9 
3-month treasury bills 88.1 103.3 117.4 127 137.5 140.2 
6-month treasury bills 38.6 43.1 47.8 Sua bac) 54.5 55.4 
12-month treasury bills 38.6 43.1 47.8 Sine 54.5 55.4 
Total treasury bills 16053 189.5 213.0 230-0 246.5 251.0 
Total including CMBs 174.3 197.0 236.8 262.4 Cito 309.9 


Sources: Bank of Canada and Public Accounts of Canada. 


Retail Debt 


The level of outstanding debt held by domestic retail investors—Canada Savings 
Bonds and Canada Premium Bonds—decreased from $19.1 billion to $17.3 billion 
in 2005-06. Gross sales and redemptions were $1.8 billion and $3.6 billion, 
respectively, for a net reduction of $1.7 billion in the stock of retail debt. The 
decline of the retail debt stock is consistent with the trend in overall government 
debt and an environment of increased competition from private sector retail 
instruments. Retail debt stock outstanding has decreased from just under 

$33 billion in 1993 to the current $17.3 billion. 


For more information on Canada Savings Bonds and Canada Premium Bonds, 
see the annual report of Canada Investment and Savings, the Government of 
Canada’s retail debt agency, available at www.csb.gc.ca/eng/about_report.asp. 


Bill and Bond Auction Results Indicators 


The two conventional measures of auction performance are the auction coverage 
and tail. These two measures, combined with the yield of the securities issued, 
describe the quality of an auction in terms of its competitiveness and its impact 
on the cost of borrowing. 


RCRA 


The auction coverage is defined as the total amount of bids received divided by 
the auction amount. A coverage statistic of one is essential for each auction, and a 
higher statistic is generally better as it is usually a sign of more aggressive bidding 
and therefore should typically result in lower borrowing costs. The auction tail is 
the number of basis points between the highest yield accepted and the average 
yield. In this case, a smaller auction tail is preferable as it indicates strong bidding 
and therefore lower borrowing costs. 


The terms of participation covering government auctions require more active 
dealers (primary dealers) to bid for 50 per cent of their auction limit at reasonable 
prices. Maximum coverage ratios from primary dealers (which represent about 

90 per cent of winning bids) could reach about 2.8 for bond auctions and 

2.5 for treasury bill and CMB auctions. Minimum coverage ratios, assuming that 
all primary dealers bid at their minimum bidding limit, would total about 1.4 for 
bond auctions and 1.2 for treasury bill and CMB auctions. 


In 2005-06, coverage for bond auctions was slightly higher than the 4-year average, 
while tails for both treasury bill and bond auctions were narrower than the 4-year 
average, indicating relatively more competitive bidding at auctions (see Table 5). 


Table 5 
Performance at Auctions 
Coverage (Ratio) Tail (Basis Points) 

2002- 2003- 2004- 2005- 4-yr. 2002- 2003- 2004- 2005- 4-yr. 

2003 2004 2005 2006 avg. 2003 2004 2005 2006 avg. 
Treasury bills . 
38-month Dep 22 2A 22 De 0.6 OS 0.5 0.4 OS 
6-month 2 PED Cat 2H ee Ore O:5 0.5 0.6 0.6 
12-month 2.1 2.1 2.0 2.4 Pod 0.7 0.7 0.6 0.6 Oly 
CMBs PAG 2.0 Al Dai pA ee a jet th 12 1:4 
Nominal bonds 
2-year edee: 25 25 2.4 2 al ONG 0.5 O.8 0.4 0.5 
5-year 25 2.6 2.5 2 2.6 Oy 0.5 0.5 0.2 OND 


10-year 2.9 aks) Zo 2.6 2.9 0.8 0.5 0.4 0.3 0.5 
30-year 2.0 25 2.3 2.6 2.9 0.7 0.4 0.7 0.4 0.6 


Real Return 

Bonds' Oe 2.9 DS XG 2.8 n.a. near mak ea n.a 
Weighted 

average* 22 PEP) 2.1 22 2 OW O15 0.5 OO OFS 


' Auction tails for RRBs are not relevant since RRBs are distributed through single-price auctions. 
° Weighted average excludes CMBs. 
Source: Bank of Canada. 


33 


- 


34 


¢24, Debt Management Report—2005-2006 


Participation at Auctions 


This section provides information on participation of government securities 
distributors (primary dealers and other government securities dealers) and 
customers (in practice institutional investors) in the primary market for 
Government of Canada securities. Primary market shares are calculated using 
government securities distributors’ and customers’ allotments at auctions during 
the fiscal year. 


Two new primary dealers for Government of Canada securities were announced 
by the Bank of Canada in December 2005 (see www.bank-banque-canada.ca/ 
en/notices_fmd/2005 /not091205.html for more information). 


Nominal Bonds 


In 2005-06 primary dealers (PDs) were allotted about 95 per cent of nominal bond 
auctions while customers were allotted about 2 per cent and the remaining 
government securities distributors (GSDs) won approximately 3 per cent 

(see Table 6). The 10 most active participants bought about 92 per cent of the 
bonds on average. These percentages show a slight decrease in concentration 

of primary dealer allotments from the previous year. 


Table 6 
Bond Auctions Share of Amount Allotted to Participants 
(Excluding Real Return Bonds) 


Participant Type 2002-03 2003-04 2004-05 2005-06 
(%) 

PDs 91.8 93.4 96.0 95.1 

Other GSDs 2.5 1.8 252 Cre 

Customers 5.6 4.7 nS les 

Top 10 participants 88.7 90.9 92.8 ge 


Source: Bank of Canada. 


Bond Buybacks 


Primary dealers are the most active participants in bond buyback operations. 
Customers’ share of allotments at buybacks is shown as zero, but this likely 
underestimates the level of participation of customers, as they may participate 
indirectly in buyback operations through dealers rather than participating 
directly (see Lable 7). 


Table 7 


Bond Buyback Operations Share of Amount Allotted to Participants 
(Excluding Cash Management Bond Buybacks) 


Participant Type 2002-03 2003-04 2004-05 2005-06 
(%) 

PDs 96.4 97.9 96.5 96.9 

Other GSDs ef oral 3.5 Sal 

Customers’ 1.9 0.0 0.0 0.0 

Top 10 participants 94.5 97.4 97.9 96.0 


' Results may underestimate customer participation. Contrary to treasury bill and bond auctions and switch 
buyback operations, customers do not have to inform the Bank of Canada about their participation at 
regular bond buyback operations. 


Source: Bank of Canada. 


Real Return Bonds 


Unlike nominal bond auctions, RRB auctions have more active customer 
participation. This is largely due to the relative lack of product availability and 

lower liquidity in the secondary market, as many RRB investors are buy-and-hold 
investors. Allotments to customers increased from about 46 per cent in 2004-05 

to 48 per cent in 2005-06 as the primary dealers’ share decreased from the previous 
year, although unlike in 2002-03 and 2003-04, customers’ share remained below 
that of the PDs. The 10 most active participants in RRB auctions were allotted 

69 per cent of the amount auctioned, which is in line with historical 

averages (see Table 8). 


Table 8 

RRB Auctions Share of Amount Allotted to Participants 

Participant Type : 2002-03 2003-04 2004-05 2005-06 © ; 
(%) 

PDs 47.9 36.1 5S. 1 Ble 

Other GSDs 0.9 0.8 0.7 0.9 

Customers BAe 63.1 46.2 48.0 

Top 10 participants 63.9 69.0 66.6 69.0 


Source: Bank of Canada. 
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Treasury Bulls 


For 2005-06 primary dealers accounted for about 91 per cent of amounts allotted 
at treasury bill auctions while customers accounted for about 8 per cent and other 
GSDs accounted for about 2 per cent. The share won by primary dealers increased 
by about 4 percentage points in 2005-06. In 2005-06 the 10 most active 
participants accounted for about 94 per cent of amounts allotted at treasury 

bill auctions, slightly more than in previous years (see Table 9). 


Table 9 

Treasury Bill Auctions Share of Amount Allotted to Participants 

Participant Type 2002-03 = 2003-04 2004-05 2005-06 7 
(%) 

PDs 84.1 84.2 86.4 90.6 

Other GSDs oe 12 en Ute) 

Customers 13.6 14.5 see: £6 

Top 10 participants 91.5 93.7 93.6 94.1 


Source: Bank of Canada. 


Cash Management Bills 


Primary dealers are the most frequent participants at CMB auctions. In 2005-06 
they were awarded about 96 per cent of the allotted amounts, and the 10 most 
active participants accounted for about 98 per cent. The average allotment share of 
customers increased from the previous fiscal year to about 3 per cent (see Table 10). 


Table 10 

CMB Auctions Share of Amount Allotted to Participants 

Participant Type. 2002-03 2003-04 2004-05 2005-06 
(%) 

PDs 93.0 97.8 95.5 96.3 

Other GSDs 215 1.4 2.6 O05 

Customers 4.5 0.8 1.9 One 

Top 10 participants 95.5 99.2 98.1 98.2 


Source: Bank of Canada. 
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Secondary Market 


The two conventional measures of liquidity and efficiency in the secondary 

market for Government of Canada securities are trading volume and turnover ratio. 
These two measures are presented for bonds (Chart 9 and, for international 
comparison purposes, Chart 10) and treasury bills (Chart 11). 


Trading volume and turnover ratios for bond repos (Chart 12) and treasury 

bill repos (Chart 13) are also provided. A repo, or repurchase agreement, is a 
transaction in which a party sells a security and simultaneously agrees to repurchase 
it at a given price at a given time in the future. These transactions provide short- 
term collateralized loans of cash and low-risk securities to finance or support 
dealer inventories. As such, they represent an index of the scale of market activity. 


Trading volume, which shows the amount of securities traded per period, is a 
conventional indicator of liquidity. Large trading volume allows participants to buy 
or sell in the marketplace without a substantial change in the price of the securities. 
Turnover ratio, which is the ratio of securities traded relative to the amount of 
securities outstanding, is a measure of market depth and efficiency. High turnover 
implies that a large amount of securities changes hands over a given period of time, 
a hallmark of an efficient securities market. 


A number of factors affect trading volume and turnover ratio, such as the extent to 
which new information changes views in the marketplace and changes in the stock 
of outstanding securities. Trends in these two measures can be indicators of changes 
in market liquidity and efficiency. 


The presence of liquid repo markets and liquid interest rate futures contracts 
complements an efficient Government of Canada securities market. A liquid 
repo market exists for Government of Canada treasury bills and nominal bonds. 
There are also active futures contracts based on the benchmark 2- and 10-year 
Government of Canada bonds. 


Trading Volume and Turnover Ratios 


The volume of transactions in the Government of Canada bond market has 

grown significantly since 1990. Total marketable bond trading volume hit a record 
$5,474 billion in 2005-06, a 16-per-cent increase from 2004-05. The average 
quarterly turnover ratio was 5.1 times the outstanding stock of bonds in 2005-06, 
compared to 4.2 in 2004-05 (see Chart 9). 
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Chart 9 
Government of Canada Bonds 
Trading Volume and Turnover Ratio 


$ billions 
1,600 - ast 
ina w Turnover ratio , 5 
4,200 Trading volume (right scale) / 

ee (left scale) 
1,000 


1990 1992 1994 1996 1998 2000 2002 2004 2006 
Note: Trading volume is total volume of trading by government securities distributors in each quarter. 
Turnover ratio is total trading volume in each quarter/stock. 


Source: Bank of Canada. 


With an annual debt stock turnover ratio of 20.1 in 2005, the Government of 
Canada bond market compares favourably with other major sovereign bond 
markets, with the exception of the United States (see Chart 10). 


Chart 10 

Sovereign Bond Turnover Ratios 
et et 
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Note: Turnover ratio is total trading volume in each year/average stock. 


Sources: The Bureau of the Public Debt of the US, Federal Reserve Bank of New York, Bank of Canada, 
United Kingdom Debt Management Office, London Stock Exchange, Australian Financial Markets Report, 
Reserve Bank of New Zealand, Japan Ministry of Finance, and Japan Securities Dealer Association. 
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The volume of transactions in the treasury bill market was comparable to the 
previous fiscal year and remains well below the highs in the mid-1990s, when the 
level of the treasury bill stock was at its peak. In 2005-06, total treasury bill trading 
volume was $1,491 billion (see Chart 11). The average quarterly turnover ratio 
increased to 2.97 in 2005-06 from 2.89 in 2004—05, but remains lower than the 
corresponding measure of government bond market activity. 


Chart 11 
Government of Canada Treasury Bills 
Trading Volume and Turnover Ratio 


$ billions 
1,400 - oe 
a Turnover ratio -/ 
1,200 (right scale) 
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_ Trading volume 
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Note: Trading volume is total volume of trading by government securities distributors in each quarter. 
Turnover ratio is total trading volume in each quarter/stock. 


Source: Bank of Canada. 


Both Government of Canada bond repos and treasury bill repos remained active 

in 2005-06. The total trading volume for Government of Canada bond repos in 
2005-06 was $21,201 billion, up from $17,594 billion in 2004-05. The average 
quarterly turnover ratio for bond repos in 2005-06 was 19.7 times compared to 
15.7 times in 2004-05 (see Chart 12). The treasury bill repo market volume in 
2005-06 was $3,218 billion compared to $3,582 billion in 2004—05 and the 
average quarterly turnover ratio dipped to 6.4 from 7.6 in 2004-05 (see Chart 13). 


The futures contract based on the 10-year Government of Canada bond (the 
Canadian Government Bond contract or CGB contract) continues to be actively 
traded, as trading volume jumped to 4.7 million contracts in calendar year 2005, 
a 56-per-cent increase from 2004. The futures contract based on the 2-year 
Government of Canada bond (or the CGZ contract), launched in 2004, had a 
trading volume of only 0.1 million contracts in 2005, and was relaunched in 
July 2006 after a modification to the contract’s specifications. 
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Chart 12 
Government of Canada Bond Repos 
Trading Volume and Turnover Ratio 
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Note: Trading volume is total volume of trading by government securities distributors in each quarter. 
Turnover ratio is total trading volume in each quarter/stock. 
Source: Bank of Canada. 
Chart 13 
Government of Canada Treasury Bill Repos 
Trading Volume and Turnover Ratio 
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Note: Trading volume is total volume of trading by government securities distributors in each quarter. 
Turnover ratio is total trading volume in each quarter/stock. 


Source: Bank of Canada. 
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Trading by Market Participants 
Bonds 


Primary dealers’ share of bond trading in the secondary market decreased slightly 
in 2005-06 from the previous year while other government securities distributors’ 
share increased, continuing the trend since 2002-03. The 10 most active 
participants in the bond secondary market represented about 94 per cent of 
trading activity (see Table 11). 


Table 11 

Bond Trading: Market Share of Participants 

Participant Type 2002-03 2003-04 2004-05 ; 2005-06 
(%) 

PDs 93.3 92.6 91.3 90.7 

Other GSDs 6.7 7.4 Bil 9.3 

Top 10 participants 95.9 95.1 93.9 94.2 


Source: Bank of Canada. 


Treasury Bills 


Primary dealers maintained a dominant share of the treasury bill secondary market, 
representing about 98 per cent of total trading volume. The 10 most active 
participants in the treasury bill secondary market represented about 99 per cent of 
trading activity (see Table 12). Both measures are in line with the levels seen in 
recent years. 


Table 12 

Treasury Bill Trading: Market Share of Participants 

Participant Type 2002-03 Ma 2003-04 2004-05 - : 2005-06 
(%) 

PDs 98.4 98.4 98.1 97.7 

Other GSDs 1.6 1.6 1.9 28 

Top 10 participants 99.5 99.2 99.5 99.3 


Source: Bank of Canada. 
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Cash Management 


Receiver General (RG) cash balances, the Government of Canada’s Canadian-dollar 
balances, are invested in a prudent, cost-effective manner through auctions with 
private sector financial institutions. Since February 1999, when the Large Value 
Transfer System was implemented, RG cash balances have been allocated to 

bidders twice daily through an auction process administered by the Bank of Canada. 
These auctions serve two main purposes: first, as a treasury management tool, they 
are the means by which the Government invests its short-term Canadian-dollar cash 
balances; second, the auctions are used by the Bank to neutralize the net impact 

of any public sector flows on the financial system.* 


A portion of the morning auction has been offered on a collateralized basis 
since September 2002, permitting access to a wider group of potential participants, 
while ensuring that the Government’s credit exposure is effectively mitigated. 


Treasury managers use a number of indicators with respect to cash management 
activities, including the average level of cash balances, coverage and tail at 

RG auctions, the performance of participants at RG auctions, effectiveness of 
the cash management bond buyback program, the cost of carry and the profile 
of treasury bill operations. 


Total Receiver General Cash Balances 


RG cash balances fluctuate widely over the year for a variety of reasons. In 2005-06 
they reached a peak of $18.3 billion and a low of $1.9 billion (see Chart 14). 

Cash balances tend to be at their highest during the months of March, April, 

May and November in anticipation of the large flows related to fiscal year-end as 
well as the buildup of funds which are typically required to cover large bond 
coupon and principal maturities on June 1 and December 1. 


Chart14 
Total Receiver General Balances 
$ billions 
25 
eet AOA =O) 
20 


Source: Bank of Canada. 


* Public sector flows include federal government receipts and disbursements and Bank of Canada transactions. 


Average Daily Cash Balances 


Average daily cash balances decreased in 2005-06 to $5.6 billion (see Table 13) 
as a result of the more frequent use of cash management bills (CMBs) as a cash 
management tool and, to a lesser extent, smaller bond maturities relative to the 
previous fiscal year. CMBs allow for more flexible short-term borrowing while 
smaller maturities mean that lower cash balances need to be held in advance 

of maturities. 


Table 13 
Average Daily Receiver General Cash Balances Held at Financial Institutions 
2002-038 2008-04 2004-05 = 2005-06 
($ billions) 
Average daily cash balances 6.1 Tag 8.2 5.6 


Source: Bank of Canada. 


Collateral arrangements were introduced in 2002 to mitigate the credit risk tied 

to the deposit of cash balances with counterparties. Participants with approval for 
uncollateralized bidding limits tend to maximize their uncollateralized lines prior 
to using their collateralized lines. Generally, at least 20 per cent of the balances are 
collateralized; however, in months of high balances, the proportion of collateralized 
balances can exceed 70 per cent (see Chart 15). 


Chan 15 
Receiver General Auctions 


Collateralized and Uncollateralized Balances 
(Average of Daily Balances for Each Month) 


$ billions 
16 
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HBB Uncollateralized balances [7] Collateralized balances 
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2005 2005 2005 2005 2005 2005 2005 2005 2005 2006 2006 2006 


Source: Bank of Canada. 
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Coverage and Tails 


In 2005-06, coverage at RG auctions improved from the previous fiscal year for 
the AM auction, and was above the rolling four-year average (see Table 14). This 
is a continuation of the trend from 2002-03, when the new RG collateralization 
framework was introduced to facilitate broader participation in AM auctions 

(for details on the RG collateralization framework see www.fin.gc.ca/dtman/ 
2003-2004 /dmr04_le.html#Annex2). Coverage for the PM auctions was 
relatively unchanged. 


The wider PM auction tails reflect the reduced number of participants and the 
different motivation of participants for that auction. The morning auction is a 
normal market operation, whereas the additional goal of the afternoon auction 
is the neutralization of Large Value Transfer System balances. 


Table 14 
Performance at Receiver General Auctions 


andes 2002-03 . 2003-04 2004-05 . 2005-06 4-yr. avg. 
AM auctions 

Coverage (ratio) 3.29 3.38 4.16 4.18 oan 

Tail (basis points) 0.91 1.68 We tro 1.44 
PM auctions 

Coverage (ratio) 2.31 208 20 2.33 PaRCY | 

Tail (basis points) 3.04 3.09 2.96 3.49 3.16 


Source: Bank of Canada. 


Participation 


The top 10 participants in the Large Value Transfer System (LVTS), the electronic 
system for the transfer of large payments, won about 80 per cent of RG auctions 
on average in 2005-06, while the top 10 non-LVTS participants won about 

18 per cent of the amount allotted (see Table 15). 


Table 15 
Receiver General Auctions Share of Amount Allotted Between LVTS 
and Non-LVTS Participants 


Participant Type ——5 2002-03 - 2003-04 2004-05 2005-06 
(%) 

Top 10 LVTS 91.0 76.0 74.3 79.9 

Top 10 non-LVTS ges) 23.8 24.3 17.8 


Source: Bank of Canada. 
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Evaluation of the Receiver General Cash Management Program 


KPMG LLP was engaged in the winter of 2005-06, through the treasury 
evaluation program, to conduct a review of the Receiver General cash management 
program. The evaluation was ongoing at fiscal year-end. When complete, the results 
and departmental response will be posted on the Department of Finance website. 


Cash Management Bond Buyback Program 


The cash management bond buyback (CMBB) program helps manage cash 
requirements by reducing the high levels of cash balances needed for key coupon 
and maturity payment dates. The program also helps smooth variations in treasury 
bill auction sizes over the year. 


In 2005-06 the total amount of bonds repurchased through the CMBB program 
was $8.7 billion, compared to $12.9 billion in 2004-05. In 2004-05 and 2005-06 
the CMBB program reduced the size of the 2005 June 1, September 1 and 
December | bond maturities by about 30 per cent, from a total outstanding 

of $31.0 billion to $21.9 billion (see Chart 16). The CMBB reduction in the 
outstanding size of these maturities is in addition to the $2.7-billion reduction 
previously achieved through the regular buyback program. Together, the CMBB 
and regular buyback operations reduced the June, September and 

December 2005 maturities by 35 per cent. 


Chart 16 
Impact of CMBB Operations 


on Large Payments 
As at March 31, 2006 


$ billions 
ES 


ee Maturities after CMBBs [ ] Coupons 
20 


Jun 2005 Sep 2005 Dec 2005 Jun 2006 Sep 2006 Dec 2006 


Note: June, September and December 2006 maturities continued to be part of the CMBB program in 
the 2006-07 fiscal year. 
Source: Bank of Canada. 
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Cost of Carry 


The key measure for the management of cash balances is the net return on cash 
balances: the difference between the return on government balances auctioned to 
financial institutions (typically around the overnight rate) and the average yield 

paid on treasury bills. A normal upward sloping yield curve results in a cost of carry, 
as financial institutions pay rates of interest for government deposits based on an 
overnight rate that is lower than the rate paid by the Government to borrow funds. 
Conversely, under an inverted yield curve, short-term deposit rates are higher than 
the average of 3- to 12-month treasury bill rates, which can result in a net gain for 
the Government. 


In 2005-06, the cost of carrying RG cash balances was a net cost of $9.4 million, 
compared to a net cost of $13.1 million for the prior fiscal year (see Chart 17). 
This improvement was achieved, during an environment of relatively stable yield 
differentials, by keeping lower balances and maintaining large balances for shorter 
periods of time. This was made possible by a more active use of short-term cash 
management bills. 


Chart 17 
Cost (-) or Gain (+) of Carry for Cash Balances 
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Source: Bank of Canada. 


Profile of Treasury Bill Operations 


As the cost of carry is largely determined by the shape of the yield curve, an 
indicator of cash management activities is the profile of treasury bill operations 
(amount issued per auction date less amount maturing per auction date). Smooth 
profiles provide certainty of supply for market participants and help reduce the cost 
associated with large operations. The profile of treasury bill operations continued 
to be smooth in 2005-06, with net new issuance ranging from -$2 billion to 

+$3 billion per operation, with a standard deviation of $1.4 billion (see Table 16). 
Gross issuance was also reasonably smooth, with a standard deviation of 

$1.3 billion (see Chart 18). 


Table 16 
Profile of Net Size of Treasury Bill Issues 
7 i n ste 2001-02 40 2002-03 4 2003-04 2004-05 2005-06 
($ billions) 
Range -3 to 3 -4to4 -2 to +6 -2 to +4 -2 t0 +3 
Standard deviation of 
new issues less maturities 1.3 1.9 Oe 2 1.4 
Source: Bank of Canada. 
Chart 18 
Gross and Net Issuance at Treasury Bill Auctions 
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Source: Bank of Canada. 


Audits and Evaluations 


Audit of Administrative Controls Over the Domestic Debt 


The audit of administrative controls over the domestic debt was completed in 
July 2004. While many aspects of the administrative controls were found to 
be operating effectively, a number of opportunities were observed and many 
recommendations to strengthen procedures have been pursued 

(see www.tbs-sct.gc.ca/rma/dpr1 /04-05 /FIN-FIN/Fin-Find4506_e.asp 


for more information). 
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Foreign Currency Debt Programs 


Foreign currency debt is used to fund the foreign exchange reserves, which are held 
in the Exchange Fund Account. There are a variety of instruments available to meet 
foreign currency funding requirements.’ In 2005-06, the sources of reserves 
funding used were Canada bills and cross-currency swaps. 


The Report on the Management of Canada’s Official International Reserves, 
available at www.fin.gc.ca/toce/2006/oir06_e.html, provides information on 
the objectives, composition and performance of the reserves portfolio. 


Canada Bills 


In 2005-06 the level of outstanding Canada bills increased from $3.9 billion 
(US$3.2 billion) to $4.7 billion (US$4.0 billion). In 2005-06 Canada bills were 
issued, on average, at an all-in cost of US$ LIBOR (London Inter-Bank Offered 
Rate) less 28 basis points, which was generally in line with the levels achieved in 
recent years. 


Foreign Currency Bonds 


In 2005-06, no new foreign currency bonds were issued, while a total of 

$1.8 billion (US$1.5 billion) matured. The total decline in the stock of outstanding 
foreign bonds, including exchange rate changes, was $2.3 billion. The total 
outstanding was $7.6 billion (US$6.5 billion) at the end of 2005-06. 


Canada Notes 


There were no new Canada note issues or maturities in 2005-06, while a total 
of $0.6 billion (US$0.4 billion) matured. The total outstanding was $0.5 billion 
(US$0.4 billion) at the end of 2005-06. 


Euro Medium-Term Notes 


In 2005-06 no new Euro Medium-Term Notes were issued. The total outstanding 
decreased from $1.7 billion (US$1.5 billion) to $1.5 billion (US$1.3 billion). 


° Reported at par value using exchange rates from March 31, 2006. 
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Cross-Currency Swaps 


In 2005-06, $7.2 billion (US$6.1 billion) was raised to fund the foreign exchange 
reserves by entering into 64 cross-currency swaps at an average cost of US$ LIBOR 
less 35 basis points, which was generally in line with the levels achieved in recent 
years. A total of $3.9 billion (US$3.3 billion) of swaps matured in 2005-06. At the 
end of the 2005-06 fiscal year, the outstanding amount of cross-currency swaps 
totalled $26.2 billion (US$22.4 billion) (see Reference Table XI for transaction 
details). Taking into account the effect of cross-currency swaps, foreign currency 
obligations were 9.4 per cent of the Government’s total market debt. 


A collateral management framework is used to mitigate credit risk exposure to 
financial institution counterparties associated with cross-currency swap transactions. 
Under this framework, high quality collateral (e.g. cash, treasury bills) is pledged by 
counterparties when the net market value of their contracts with the Government 
of Canada exceeds specified limits. Over the fiscal year, given the strength of the 
Canadian dollar, most of the swaps were “in the money,” meaning that the market 
value of the swaps had increased. At the end of the 2005-06 fiscal year, the value 
of collateral posted by counterparties was $1.2 billion (US$1.0 billion). 


Holdings of Government of Canada Debt 


A diversified investor base helps to keep funding costs low by ensuring there is 
active demand for Government of Canada securities. Diversification of the investor 
base is pursued by maintaining a domestic wholesale debt program that is attractive 
to a wide range of investors, offering a retail debt program that provides savings 
products to suit the needs of individual Canadians, and using a broad array of 
funding sources in foreign borrowings. 


In 2005, based on Statistics Canada surveys, life insurance companies and pension 
funds accounted for the largest share of holdings of Government of Canada market 
debt (22.1 per cent), followed by public and other financial institutions such as 
investment dealers and mutual funds (21.9 per cent) and chartered banks 

(14.6 per cent) (see Chart 19). Taken together, these three sectors accounted 

for close to 60 per cent of total holdings. 


Reference Table IV shows the evolution of the distribution of domestic holdings 
of Government of Canada debt since 1976, and illustrates that the holdings have 
become more diversified over that period. 
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Chart 19 

Distribution of Holdings of Government 
of Canada Market Debt 

As at December 31, 2005 
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Source: Statistics Canada, National Balance Sheet Accounts. 
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Annex 1: Composition of the Federal Debt® 


Gross Debt 


Gross debt is made up of unmatured debt and other liabilities. At the end of 
March 2006, gross debt totalled $702.5 billion, down $2.5 billion from the 
previous year and down $11.1 billion from its peak of $713.6 billion in 1999-2000. 


Market Debt 


Market debt is the portion of gross debt that is funded in the capital markets. 
Market debt consists of marketable bonds, treasury bills, foreign-currency- 
denominated bonds and bills, retail debt, and bonds held by the CPP. Foreign 
currency debt is issued on an opportunistic basis. At March 31, 2006, market 
debt outstanding was $427.3 billion, down $4.5 billion from the previous year 
(seemChartvAl). 


Chart A1 
Evolution of Gross Debt and Market Debt 
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Source: Public Accounts of Canada. 


Market Debt Adjustments 


Market debt adjustments include unamortized premiums, discounts and 
commissions on market debt, cross-currency swap revaluations and capital 
lease obligations. 


® For more information, see the Annual Financial Report of the Government of Canada at 
Wwww.fin.gc.ca/purl/afr-e.html 
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Other Liabilities 


Other liabilities include liabilities held outside the capital markets. They include 
obligations to public sector pension plans, accounts payable and accrued liabilities 
and allowances. In 2005-06, other liabilities amounted to $281.3 billion, 

up $3.8 billion from the previous year. 


Net Debt 


Net debt is gross debt minus financial assets. Financial assets include cash, 
foreign exchange accounts and loans. Net debt declined by $12.7 billion from 
$549.6 billion in 2004-05 to $536.9 billion in 2005-06. Financial assets 
increased by $10.2 billion to $165.6 billion. 


Federal Debt 


Federal debt, or the accumulated deficit, is net debt minus non-financial assets. 
Non-financial assets include tangible capital assets, inventories and prepaid expenses. 
Federal debt declined by $13.2 billion, from $494.7 billion in 2004-05 to 

$481.5 billion in 2005-06. Non-financial assets increased by $0.5 billion 

to $55.4 billion. 


Annex 2: Completed Treasury Evaluation Reports, 


1992-2006 


Area Year 
Debt Management Objectives 1992 
Debt Structure—Fixed/Floating Mix 1992 
Internal Review Process 1992 
External Review Process 1992 
Benchmarks and Performance Measures 1994 
Foreign Currency Borrowing—Canada Bills Program 1994 
Developing Well-Functioning Bond and Bill Markets 1994 
Liability Portfolio Performance Measurement 1994 
Retail Debt Program 1994 
Guidelines for Dealing With Auction Difficulties 1995 
Foreign Currency Borrowing—Standby Line of Credit and FRN 1995 
Treasury Bill Program Design 1995 
Real Return Bond Program 1998 
Foreign Currency Borrowing Programs 1998 
Initiatives to Support a Well-Functioning Wholesale Market 2001 
Debt Structure Target/Modelling 2001 
Reserves Management Framework 2002 
Bond Buybacks 2003 
Funds Management Governance Framework' 2004 
Retail Debt Program! 2004 
Borrowing Framework of Major Federal Government-Backed Entities" 2005 
Receiver General Cash Management Program? g 2006 
Exchange Fund Account Evaluation? 2006 


' Available at www.fin.gc.ca. 
2 Forthcoming. 
Source: Department of Finance. 
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Annex 3: Glossary 


basis point: One hundredth of a percentage point (0.01 per cent). Basis points are 
often used to measure changes in or differences between yields on fixed-income 
securities, since these often change by very small amounts. 


benchmark bond: Specific issue which is typically the most liquid bond within each 
range of maturities. It is considered by the market to be the standard against which 
all other bonds issued in that term area are evaluated. 


bid: Price at which an individual is willing to buy a security or commodity. 


bid-offer spread: The standard differential between the bid price (at which the 
holder can sell) and the offer price (at which the holder can buy). On occasion this 
can be quite large and depends on the underlying price, liquidity, volatility and a 
number of other factors. 


budgetary deficit: The shortfall between government annual revenues and annual 
budgetary expenses. 


compound interest bond: A Canada Savings Bond or Canada Premium Bond on 
which interest accrues and is compounded annually to maturity or until redeemed. 


Exchange Fund Account: The fund of foreign-currency-denominated assets which 
is maintained by the Government of Canada for the purpose of promoting order 
and stability of the Canadian dollar in the foreign exchange market. This account 
facilitates the selling of foreign exchange (buying Canadian dollars) when there is 
downward pressure on the currency and conversely is the recipient of foreign 
exchange inflows (selling of Canadian dollars) when there is upward pressure on the 
value of the Canadian dollar. 


financial source/requirement: Measures the difference between the cash inflows 
and outflows of the Government’s Receiver General account. In the case of a 
financial requirement, it is the amount of new borrowing required from outside 
lenders to meet financing needs in any given year. 


foreign exchange reserves: Foreign exchange reserves are the foreign currency 
assets (e.g. interest-earning bonds) held to support the value of the domestic 
currency. Canada’s foreign exchange reserves are held in the Exchange 

Fund Account. 


Government of Canada securities auction: A process used for selling 
Government of Canada debt securities (mostly marketable bonds and treasury bills) 
in which issues are sold by public tender to government securities distributors and 
certain clients. 


government securities distributor: An entity (i.e. an investment dealer or bank) 
that is authorized to bid at Government of Canada auctions and through which 
the Government distributes Government of Canada treasury bills and 

marketable bonds. 


inflation: A persistent rise in the price of goods, services and factors of production 
over an extended period of time, as measured by a price index such as the Consumer 
Price Index or the gross domestic product deflator; it is the percentage change in the 
price index. 


interest-bearing debt: Consists of unmatured debt, or market debt, and liabilities to 
internally held accounts such as federal employees’ pension plans. 


Large Value Transfer System: An electronic funds transfer system introduced in 
February 1999 and operated by the Canadian Payments Association. It facilitates 
the electronic transfer of Canadian-dollar payments across the country 

virtually instantaneously. 


LIBOR: London Inter-Bank Offered Rate. The rate of interest offered by commercial 
banks to other banks for cash deposits on the London Inter-Bank Market. 


marketable bond: An interest-bearing certificate of indebtedness issued by the 
Government of Canada, and having the following characteristics: bought and sold 
on the open market; payable in Canadian or foreign currency; subject to call or 
redemption before maturity; having a fixed date of maturity; interest payable either 
in coupon or registered form; and face value guaranteed at maturity. 


marketable debt: Market debt that is issued by the Government of Canada and sold 
via public tender or syndication. These issues can be traded between investors 
while outstanding. 


money market: The market in which short-term capital is raised, invested and traded 
using financial instruments such as treasury bills, bankers’ acceptances, commercial 
paper, and bonds maturing in one year or less. 


offer: Price at which an individual is willing to sell a security or commodity. 


overnight rate; overnight financing rate; overnight money market rate; 
overnight lending rate: An interest rate at which participants with a temporary 
surplus or shortage of funds are able to lend or borrow until the next business day. 
It is the shortest term to maturity in the money market. 


primary dealer: Member of the core group of government securities distributors that 
maintains a certain threshold of activity in the market for Government of Canada 
securities. The primary dealer classification can be attained in either treasury bills 

or marketable bonds, or both. 


primary market: The market in which issues of securities are first offered to 
the public. 


regular interest bond: A Canada Savings Bond or Canada Premium Bond on which 
interest is paid annually by cheque or by direct deposit to maturity or until redeemed. 


repo; repurchase agreement: A financial transaction in which a dealer in effect 


borrows money by selling securities and simultaneously agreeing to buy them back 
at a higher price at a later time. 
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reverse repo; reverse repurchase agreement: A financial transaction in which 
a dealer purchases securities with an agreement to resell them at a higher price 
at a specific future date. This is essentially a loan of the security at a specific rate. 


secondary market: A market where existing securities trade after they have been 
sold to the public in the primary market. 


turnover ratio: Volume of securities traded as a percentage of securities outstanding. 


yield curve: The conceptual or graphic representation of the term structure of 
interest rates. A normal yield curve is upward sloping, with short-term rates lower 
than long-term rates. An inverted yield curve is downward sloping, with short-term 
rates higher than long-term rates. A flat yield curve occurs when short-term rates 
are the same as long-term rates. 


Annex 4: Contact Information 


Department of Finance Canada 

Financial Sector Policy Branch 

Financial Markets Division 

140 O’Connor St., 20th Floor, East Tower 
Ottawa, Canada K1A 0G5 

Telephone: 613-992-9031 

Fax: 613-943-2039 
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Foreword by the Minister of Finance 


Debt reduction is a cornerstone of our economic policy. In our long-term economic 
plan, Advantage Canada, we set out to create a Canadian Fiscal Advantage by 
eliminating the total government net debt in less than a generation, by 2021. 


Like ordinary Canadian families, our government knows the-importance of paying 
off the mortgage or making regular credit card payments. 


We firmly believe that it would be irresponsible to pass this national debt onto 
future generations. Canadians have an obligation to pay for the overspending of 
previous governments. After all, we are the ones using those services and 
infrastructure today. 


To date, we have made tremendous progress on the debt reduction front. 


This year, our government plans to reduce the federal debt by $10 billion, bringing 
total debt reduction since 2005-06 to over $37 billion. This is the equivalent of 
$1,570 for each man, woman and child in Canada. 


Our government is committed to reducing the national debt by a further $3 billion 
in 2008-09 and $3 billion each year thereafter. 


Thanks to this approach, our goal of reducing the debt-to-GDP (gross domestic 
product) ratio to below 25 per cent will be achieved by 2011-12, three years ahead 
of the original target date, marking the lowest debt burden since the late 1970s. 


This is significant for Canadian individuals, families and businesses, as lower debt 
means less interest and lower taxes. 


Under our Tax Back Guarantee, we are giving Canadians a direct stake and a direct 
benefit in how we manage government finances on their behalf. We are dedicating 
all interest savings from the shrinking federal debt to further reduce personal 
income taxes. 


The total value of tax relief provided under the Tax Back Guarantee will rise to 
$2.5 billion by 2012-13. 


Our government’s commitment to tax relief, to focused spending and to further 
debt reduction is unwavering. We will continue to manage government finances 
prudently and responsibly in order to make our strong economy even stronger and 
ensure a prosperous future for generations to come. 


The Honourable James M. Flaherty, P.C., M.P. 
Minister of Finance 


Ottawa, December 2007 
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Purpose of This Publication 


This edition of the Debt Management Report provides a detailed account of 
the Government of Canada’s borrowing and cash operations for fiscal year 
April 1, 2006 to March 31, 2007. ! 


It provides a comprehensive report on the environment in which the debt is 
managed, the composition and changes in the debt during the year, and the 
implementation of planned borrowing operations and initiatives set out in the 
2006-07 Debt Management Strategy, published in April 2006. Reference tables 
containing statistics on the operation of debt programs are provided at the end 
of the report. 


The information contained in this report is designed for a range of interested 
parties and to ensure transparency and accountability in Government of Canada 
borrowing and cash management activities. Information on the management of the 
foreign reserves is provided in a separate report, the Report on the Management of 
Canada’s Official International Reserves. The Debt Management Strategy, the Debt 
Management Report and the Report on the Management of Canada’s Official 
International Reserves are tabled annually in Parliament and are available on the 
Department of Finance website at www.fin.gc.ca. 


Federal Debt Management 


Management of the federal debt involves two major activities: actively managing the 
portion of the debt that is borrowed in financial markets; and investing part of the 
proceeds of borrowing in liquid assets until needed for operations. At March 31 peor: 
the market debt was $418.8 billion, composed of marketable bonds, treasury bills and 
cash management bills, retail debt, foreign currency debt and Canada Pension Plan 
(CPP) bonds. The Government held $21.2 billion of domestic cash balances. 


Market Debt (C$ billions) 
Payable in Canadian currency 
Marketable bonds 20020 


(fixed-rate bonds with 2-, 5-, 10- and 30-year maturities 
and Real Return Bonds with 30-year maturities) 


Treasury bills and cash management bills 134.1 
(zero-coupon securities with 1-day to 12-month maturities) 

Retail debt 2 
(Canada Savings Bonds and Canada Premium Bonds) 

CPP bonds er 

Payable in foreign currency 

Marketable bonds and foreign currency notes 8.5 
(fixed-rate bonds, Canada notes and Euro Medium-Term Notes) 

Canada bills 1.8 
(zero-coupon securities with 1- to 9-month maturities) Js ae 

Total market debt 418.8 

Liquid Financial Assets 
Short-term deposits with financial institutions 212 


Note: Numbers may not add due to rounding. 
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This document is structured as follows: 


e The introduction provides highlights of the debt program for 2006-07, as well as 
information related to governance and the debt strategy framework. 


e Part I describes the fiscal environment in which the debt is managed and the 
composition of market debt. 


e Part II reports on the implementation of borrowing program initiatives against 
the 2006-07 debt strategy by major theme: cost and risk of the debt structure; 
liquidity in the Government of Canada securities market; and participation at 
government securities auctions. 


e Part III provides measures of outcomes during 2006-07 of domestic program 
operations and auction participation; indicators of secondary market activity; and 
indicators of foreign reserves funding. 


e Annex | lists treasury evaluations performed since 1992, Annex 2 contains a 
glossary of debt management terms and Annex 3 contains contact information. 


e Reference tables provide historical information on debt-related activities. 


Introduction 
Highlights 


Continued Decline in Federal Indebtedness 


In 2006-07, the level of federal indebtedness continued to decline. On a full 
accrual basis, the federal debt, or accumulated deficit, was reduced by $14.2 billion 
to $467.3 billion, down $95.6 billion from its peak in 1996-97. Similarly, the 
federal market debt, composed of marketable bonds, treasury bills and cash 
management bills, retail debt, foreign currency debt and CPP bonds, was reduced 
by $8.5 billion to $418.8 billion, down $58.1 billion from its peak in 1996-97. 


Public debt charges were $33.9 billion, up $0.1 billion from fiscal year 2005-06, 
reflecting an increase in the average effective interest rate on the stock of interest- 
bearing debt. In 2006-07, they were $15.5 billion lower than their high reached in 
fiscal year 1995-96. Public debt charges as a percentage of budgetary revenues have 
plummeted from a high of 37.6 per cent in 1990-91 to 14.4 per cent in 2006-07. 


Adjusting the Structure of the Market Debt 


Adjustments in the level of treasury bill and net bond issuance continued the 
process begun in 2003-04 of reducing the fixed-rate share of the debt from two- 
thirds to a target of 60 per cent. The fixed-rate share fell from 62.5 per cent to 
61.9 per cent over the course of the year. The stock of treasury bills, including cash 
management bills, increased by $2.5 billion to $134.1 billion, while the stock of 
marketable bonds declined by $3.7 billion to $257.5 billion. 


Maintaining a Liquid Government Securities Market 


The main challenge in managing the federal debt in recent years has been to 
support the maintenance of a liquid, well-functioning government securities market 
as a source of stable low-cost funding in the face of declining borrowing 
requirements. To this end, debt operations during the 2006-07 fiscal year 
continued to focus on the liquidity of new issues and outstanding benchmark 
bonds. Gross issuance of new 5-year bonds was reduced to take advantage of 
fungibility (i.e. the ability to combine different bonds that share the same maturity 
date) to help support liquidity in all maturities. 


Consolidated Borrowings of Crown Corporations 


The Government announced in Budget 2007 that it plans to meet all of the 
domestic borrowing needs of the Business Development Bank of Canada, Canada 
Mortgage and Housing Corporation and Farm Credit Canada through direct 
lending to these Crown corporations, beginning in 2008. Prior to this change, 
these Crown corporations obtained funding directly through the capital markets, 
under their own name. The Government’s own debt program will be adjusted to 
accommodate the additional need for funds. 
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Amendments to the Financial Administration Act 


In 2007, amendments were made to the Financial Administration Act (FAA) 
regarding the Government’s borrowing activities to provide greater transparency 
and accountability, and increase flexibility to meet future borrowing needs, 
particularly with respect to the consolidation of Crown borrowings. 


Notably, the existing $4-billion statutory non-lapsing limit on borrowing authority 
was replaced with a more flexible, simplified and streamlined framework that 
consolidates the borrowing authority into one general provision, under the 
authority of the Governor in Council. . 


The amendments also provided for enhanced disclosure on anticipated borrowing 
and planned uses of funds through the Debt Management Strategy, enhanced 
disclosure requirements on actual borrowing and uses of funds compared to those 
forecast through the Debt Management Report; and detailed information on 
outcomes provided in the Public Accounts. 


The period within which the Debt Management Report must be tabled was also 
shortened from 45 to 30 sitting days following the tabling of the Public Accounts. 


The added flexibility provided by these amendments to the FAA will facilitate more 
efficient, responsive and prudent financial management. 


Improvement to the Code of Conduct 
for the Domestic Debt Market 


The liquidity of the domestic debt market is a function of program design and 
public confidence in its integrity. The Investment Dealers Association of Canada 
(IDA) Policy No. 5, Code of Conduct for IDA Member Firms Trading in Wholesale 
Domestic Debt Markets, originally introduced in 1998 and developed jointly with 
the Bank of Canada and the Department of Finance, is the formal code of conduct 
for dealing practices in wholesale domestic debt markets. Revisions were made to 
the Policy in early 2006 to further strengthen integrity in the trading of Canadian 
fixed-income securities and thereby to encourage liquidity and efficiency, promote 
public confidence and encourage the maintenance of active Government of Canada 
securities trading and lending. 


Debt Strategy Framework 


Governance 


Responsibility for strategic planning and the operational management of the market 
debt and liquid assets, including the foreign exchange reserves, which are 
collectively termed “funds management,” is jointly borne by officials at the 
Department of Finance and the Bank of Canada. The Bank of Canada acts as fiscal 
agent for the Minister of Finance in issuing debt, investing funds and conducting 
other market operations. 


The oversight of activity is carried out through the Funds Management Committee 
(FMC), which comprises senior management from the Department of Finance and 
the Bank of Canada. The FMC advises the Minister of Finance on policy and 
strategy, oversees the implementation of approved policy and plans, and reviews 
performance outcomes. 


The FMC is supported by the Risk Committee (RC), whose mandate is to oversee 
and advise on risk management policy and to report to the FMC on financial risk 
positions. The Financial Risk Office at the Bank of Canada provides analytical 
support to the RC in this role and is responsible for monitoring and regularly 
reporting on the financial performance and position of certain financial assets and 
foreign-currency-denominated derivatives, including market, credit, operational, 
liquidity and legal risks. 


In order to inform future decision making and to support transparency and 
accountability, different aspects of the Government of Canada’s treasury activities 
are reviewed periodically under the Department of Finance’s treasury evaluation 
program. The program’s purpose is to obtain periodic external assessments of the 
frameworks and processes used in the management of wholesale and retail market 
debt, cash and reserves as well as the treasury activities of other entities under the 
authority of the Minister of Finance (see the Section “Program Reviews and 
Evaluations” in Part II and Annex 1). 


For additional details on the governance framework, see the Funds Management 
Governance Framework at www.fin.gc.ca/treas/Goveev/TMGE e.html. 
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Objectives and Principles 


Management of Government of Canada funds encompasses issuance of debt, 
management of liquidity, and investment of financial assets. All funds management 
activities are conducted in view of overarching principles. 


Key Principles 


° Efficiency and effectiveness: Policy development and operations should take 
into account, to the extent possible, leading practices of other comparable 
sovereigns. Regular evaluations should be conducted to ensure the efficiency 
and effectiveness of the governance framework and of borrowing and 
investing programs. 


e Transparency and accountability: Information on financial asset and liability 
management plans, activities and outcomes should be made publicly available in 
a timely manner. Information on borrowing costs, investment performance and 
material exposures to financial risk should be measured, monitored, controlled 
and regularly reported as applicable. 


In addition, distinct objectives and principles have been established within the 
financial asset and liability management function pertaining to the management of 
domestic debt and cash, foreign reserves, and retail debt. 


Domestic Debt and Cash Management Objectives 


The fundamental objective of domestic debt and cash management is to raise stable 
and low-cost funding to meet the operational needs of the Government of Canada. 


An associated objective is to maintain a well-functioning market in Government of 
Canada securities, which helps to keep debt costs low and benefits a wide array of 
domestic market participants. 


Domestic Debt and Cash Management Principles 


In pursuit of these objectives, the Government of Canada manages its activities 
according to a set of principles. 


e Transparency, regularity and liquidity: The design and implementation of the 
domestic debt program should emphasize transparency, regularity and liquidity 
to support a well-functioning government securities market. The Government 
should consult regularly with market participants to ensure the integrity and 
attractiveness of the market for dealers and investors. 


e Prudence: Prudence should be maintained by managing the structure 
of the debt, raising funds for domestic operational needs using a variety of 
instruments denominated in Canadian dollars, and managing exposure to 
credit risk through diversification. 


Part I: 2006-2007 Debt Management Context 


Since the annual debt-servicing cost represents 15 per cent of total federal expenses, 
effective management of the federal debt is important to all Canadians. This section 


provides an overview of the context within which debt management decisions were 
taken in 2006-07. 


Composition of the Federal Debt 


The federal debt consists of the total liabilities of the Government of Canada (gross 
debt) minus financial and non-financial assets. The following diagram illustrates the 
relationships between the components of the federal debt, based on the 2006-07 
fiscal year. 


Federal Debt as at March 31, 2007 


UNMATURED DEBT 
Market debt 


Gross debt 
$705.8 billion 


$418.8 billion | 
(marketable bonds, treasury byeped 
L bills, retail debt, stratang 
iene Resets le Poe ae 
= ~ forion c ‘Icy debt) 
$181.9 billion na Oey cen 


(cash, reserves, loans) 


Market debt value 

adjustments and 
capital lease obligations 
$4.7 billion 


Net debt 


Interest- 
$523.9 billion 


bearing 
debt 


Pensions and other liabilities 
$185.1 billion 


Less 
non-financial assets 
$56.6 billion 


(capital assets) 


Accounts payable and 
accrued liabilities 
Federal debt $106.5 billion 
$467.3 billion 

(accumulated deficit) 


Note: Numbers may not add due to rounding. 
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For accounting purposes, gross debt is decomposed into: market debt, which is 
issued and outstanding in financial markets; value adjustments to market debt (for 
the foreign exchange value of swap liabilities and the net of unamortized premiums 
and discounts of new issues and buybacks); capital leases; and other liabilities. Other 
liabilities comprise liabilities held outside capital markets and include obligations 

to public sector pension plans as well as accounts payable and accrued liabilities 

and allowances. 


Financial assets comprise cash on deposit with the Bank of Canada, chartered banks 
and other financial institutions, accounts receivable (including tax receivables), 
foreign exchange accounts, and loans, investments and advances. 


Non-financial assets comprise tangible capital assets, inventories and 
prepaid expenses. 


In 2006-07, the federal debt, or accumulated deficit, was reduced by $14.2 billion 
to $467.3 billion. Similarly, the federal market debt was reduced by $8.5 billion to 
$418.8 billion (see Table 1). 


Table 1 
Change in Composition of Federal Debt 


2002-03 = 2003-04 ~ 2004-05 2005-06 2006-07 — 


_ ($ billions) 
Market debt 438.6 436.5 431.8 427.3 418.8 
Market debt value adjustments -1.1 -2,.5 -4.3 -6.1 47 
Unmatured debt AT 434.0 427.4 421.1 414.1 
Pension and other liabilities 178.3 = 180.9 179.8 179.9 T3571 
Interest-bearing debt 619.05 — 614.9 607.2 601.0 599.2 
Accounts payable and 
accrued liabilities 83.2 Bb2 97.7 101.4 106.5 - 

Gross debt 699.0 700.1 F050 702.5 705.8 
Less: financial assets 139:5 149.1 1554 165.6 181.9 
Net debt | 559.6 55120 549.6 536.9 523.9 
Less: non-financial assets 54.2 54.8 54.9 55.4 56.6 
Federal debt (accumulated deficit) 50S. 496.2 494.7 481.5 467.3 


Note: Numbers may not add due to rounding. ° 
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The Budgetary Context 


Budgetary Outcome and Public Debt Costs 


The budgetary surplus of $13.8 billion recorded in 2006-07 was the federal 
government’s 10th consecutive surplus. Federal debt stood at $467.3 billion at the 
end of 2006-07, down $95.6 billion from its peak of $562.9 billion in 1996-97. 
The federal debt-to-GDP ratio is 32.3 per cent, down from its peak of 

68.4 per cent in 1995-96 (see Chart 1). As announced in the 2007 Economic 
Statement, the Government plans to achieve a debt-to-GDP ratio of 25 per cent by 
2011-12, three years ahead of the original target. 


Public debt charges were up $0.1 billion to $33.9 billion from 2005-06, and 
represented 5.7 per cent of interest-bearing debt, up 0.1 per cent from 2005-06, 
reflecting higher average effective interest rates on the stock of interest-bearing 
debt. However, public debt charges as a percentage of GDP declined to 

2.3 per cent in 2006-07 from 2.5 per cent in 2005-06 (see Charts 1 and Dy, 


Public debt charges as a percentage of budgetary revenues have been decreasing in 
recent years, falling from the peak of 37.6 per cent in 1990-91 to 14.4 per cent in 
2006-07. In other words, the Government spent just over 14 cents of every 
revenue dollar on interest payments on the public debt in 2006-07 (see Chart 2). 


For additional information, see the 2006-07 Annual Financial Report of the 
Government of Canada at www.fin.gc.ca/purl /afr-e.html. 


Chart 1 
Federal Debt and Public Debt Charges 
as a Percentage of GDP 
% of GDP 

70 


% of GDP 
10 


Public debt charges (right scale) 


OPS) 1G! ES Ooo!" 6a KO 


Boe 
| fe ee 


1984-85 1986-87 1988-89 1990-91 1992-93 1994-95 1996-97 1998-99 2000-01 2002-03 2004-05 2006-07 
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Chart 2 
Public Debt Charges 


[=] Public debt charges (left scale) 
$ billions — As aper cent of budgetary revenues (right scale) % 
-- Asaper cent of interest-bearing debt (right scale) 
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Financial Source /Requirement 


The key budgetary reference point for debt management is the financial 

source /requirement, which measures the difference between cash coming in to 
the Government and cash going out. This measure is affected not only by the 
budgetary balance but also by the Government’s non-budgetary transactions. 


The budgetary balance is presented on a full accrual basis of accounting, recording 
government liabilities and assets when they are incurred or acquired, regardless of 
when the cash is paid or received. Non-budgetary transactions comprise changes in 
federal employee pension accounts; changes in non-financial assets; investing 
activities through loans, investments and advances; and other transactions 

(e.g. changes in other financial assets and liabilities and foreign exchange activities). 
Non-budgetary transactions also include adjustments made to convert the 
Government’s financial statements from full accrual to cash accounting. 


In 2006-07, the budgetary surplus of $13.8 billion and a net requirement of funds 
from non-budgetary transactions of $5.2 billion produced a financial source of 
$8.5 billion. This compares to a financial source of $6.8 billion in 2005-06, 

$6.6 billion in 2004-05 and $7.6 billion in 2003-04 (see Chart 3). 


Chart 3 
Budgetary Balance and Financial Source/Requirement 
$ billions 


25 
2 


0 —— G4) Budgetary surplus or deficit 


15 —— 4 
10 — Financial source or requirement 


a ee ee ee ee 
1984-85 1986-87 1988-89 1990-91 1992-93 1994-95 1996-97 1998-99 2000-01 2002-03 2004-05 2006-07 


Sources: Public Accounts of Canada and Statistics Canada. 


Capital Market Environment 


The share of the domestic debt market occupied by Government of Canada 
securities has declined since 1996. At December. 31, 2006, Government of Canada 
treasury bills represented 35 per cent of total short-term securities, down from 

60 per cent in 1996. This decline in market share was largely offset by the growth 
of asset-backed commercial paper, whose share increased from 4 per cent to almost 
30 per cent over that time period. 


While the paydown of Government of Canada debt explains part of this decline in 
market share, the main reason is the significant overall growth of the fixed-income 
market. According to the Bank of Canada, outstanding short-term domestic 
securities have increased from $226 billion in 1996 to almost $360 billion in 2006. 
Similarly, outstanding domestic bonds have increased from $656 billion in 1996 to 
$1,105 billion in 2006 (see Charts 4 and 5). 


At December 31, 2006, Government of Canada bonds represented 24 per cent of 
total bonds outstanding, down from almost 50 per cent in 1996. Over that time 
period, the market share for corporate paper increased from 13 per cent to 24 per cent, 
and the share for term securitizations increased from 3 per cent to 16 per cent. 
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Chart 4 

Amount of Domestic Short-Term Securities Outstanding 
by Issue Type, at December 31 
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Note: Municipal short-term issuance since 1996 has been negligible. 
Source: Bank of Canada, Banking and Financial Statistics. 


Chart 5 

Amount of Domestic Bonds Outstanding by Issue Type, 
at December 31 
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Market Debt 


There are two types of market debt: domestic debt, which is denominated in 
Canadian dollars, and foreign currency debt (see Chart 6). 


Funding in Canadian dollars is done through both wholesale and retail channels. 
Wholesale funding is conducted through issuance of marketable securities, namely 
nominal bonds, Real Return Bonds and treasury bills, including cash management 
bills. These securities are sold via auction. Retail funding is raised through sales of 
Canada Savings Bonds and Canada Premium Bonds to Canadian residents. 


Foreign currency debt is used to fund Canada’s foreign exchange reserves, which 
are held in the Exchange Fund Account. At March 31, 2007, foreign currency debt 
accounted for 2.5 per cent of total market debt, and was composed of Canada bills, 
notes, bonds and Euro Medium-Term Notes. Foreign reserve assets are also funded 
by cross-currency swaps of domestic obligations. At March 31, 2007, 7.3 per cent 
of domestic market debt had been swapped into foreign currencies. In total, 
including the effect of cross-currency swaps, foreign obligations represented 

9.8 per cent of market debt. 


Chart 6 


Market Debt. 
As at March 31, 2007. 
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A detailed description of Government of Canada market debt instruments is 
available at www.fin.gc.ca/invest/instru-e.html. 


Table 2 shows the change in the composition of federal market debt at 

March 31, 2007, by domestic and foreign currency debt programs. Domestic debt 
fell by $4.7 billion while foreign currency debt declined by $3.7 billion. Further 
details on the changes in programs and indicators of debt management operations 
and activities can be found in Part III. 


Table 2 
Change in Composition of Federal Market Debt, 2006-07 


April 1, 2006 March 31, 2007 


Outstanding Outstanding Change 
($ billions) 
Domestic debt A168 et 408.5 -4.7 
Foreign currency debt! 14.1 10.4 -3.7 
Total market debt 427.3 418.8 -8.5 


Note: Numbers may not add due to rounding. 
1 Liabilities are stated at par value using March 31, 2007 closing exchange rates. 


Part Il: Report on the 2006-2007 Debt Strategy 


The 2006-07 Debt Management Strategy, published in April 2006, set out an 
action plan for the management of the debt and cash balances for the 2006-07 
fiscal year (for more information, see the 2006-07 Debt Management Strategy at 
www.fin.gc.ca/toce/2006/dms06e.html). 


The first part of this section provides information on the total amount of 
borrowings relative to borrowing authority. The second part describes in more 
detail actions taken within the borrowing authority framework, organized around 
two key debt strategy objectives: raising stable, low-cost funding and maintaining a 
well-functioning government securities market. A summary of the plan and actions 
taken can be found at the end of this section. 


Borrowing Authority 


Authority to borrow in financial markets is provided by Part IV of the Financial 
Administration Act (FAA), which authorizes the Minister of Finance to issue 
securities and undertake related activities, including entering into financial contracts 
and derivatives transactions. 


Amendments were made to the FAA in 2007, including a requirement for greater 
transparency and enhanced disclosure regarding the Government’s borrowing 
activities. The purpose of this section is to fulfill this requirement. 


Borrowing authority is obtained from the Governor in Council through an Order 
in Council (OIC). The OIC on borrowing authority for the 2006-07 fiscal year 
specified that the maximum aggregate principal amount of money that the Minister 
of Finance was authorized to borrow was $210 billion.! This amount is based on 
the debt strategy plan outlined in the 2006-07 Debt Management Strategy, plus a 
margin for flexibility as part of prudent debt management. 


In 2006-07, the aggregate principal amount of money borrowed was $174 billion, 
well below the $210-billion threshold, because a margin for flexibility is required 
for ongoing prudent debt management and for the refinancing of maturing debt 
(sce Table.3 ). 


' The OIC for 2006-07 can be viewed on the website of the Privy Council Office at 
www.pco-bep.gc.ca/oic-ddc/oic-ddc.asp?lang=EN, using reference number 2006-0140. 
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Table 3 
Aggregate Principal Amount of Money Borrowed, 2006-07 

($ billions) 
Issued in Canadian currency 
Nominal bonds 31.8 
Real Return Bonds ba 
Treasury bills and cash management bills! 134.1 
Retail debt 1.8 
Total issued in Canadian currency 169.3 
Issued in foreign currency? 
Foreign currency bonds 0.0 
Canada bills’ a 
Canada notes 0.0 
Euro Medium-Term Notes 0.0 
Total issued in foreign currency 4.7 
Total principal borrowed 174.0 


1 Estimated peak of the stock during the year. 
2 Foreign currency debt issued stated using March 31, 2007 closing exchange rates. 


Raising Stable, Low-Cost Funding 


Achieving the objective of raising stable low-cost financing involves managing the 
Government’s exposure to changes in interest rates and their impact on borrowing 
costs (interest rate risk). This section highlights the actions taken to manage interest 
rate risk. 


Debt Structure 


The Government’s interest-bearing debt is made up of a mix of short- and long- 
term debt, with a maximum maturity of just under 35 years. There is generally a 
trade-off between cost and risk in the selection of which tenors to issue. Borrowing 
costs of longer-term instruments tend to be higher but are fixed for the period of 
the loan, therefore reducing the risk of having to refinance at higher interest rates. 
On the other hand, borrowing costs of shorter-term instruments tend to be lower 
on average but are fixed for shorter periods, therefore increasing the risk of having 
to refinance the debt at higher interest rates. Under the debt strategy, the balance 
between fixed-rate (longer-term) and floating-rate (short-term) debt in the market 
debt structure is managed over time to keep debt-servicing costs stable and low. 


The main operational target used to manage the debt structure is the fixed-rate 
share, which measures the proportion of all government interest-bearing debt that 
does not mature or need to be repriced within one year relative to the total amount 
of interest-bearing debt. In the February 2003 budget, the Government announced 
its intention to reduce the fixed-rate share target from two-thirds to 60 per cent by 
the end of fiscal 2007-08. . 


_ ie 


The decision to lower the fixed-rate share took into account the positive economic 
and fiscal developments in Canada in recent years. Financial simulation modelling 
indicated that a 60-per-cent fixed-rate share would result in lower borrowing costs, 
on average, under a large number of potential interest rate scenarios, without 
compromising debt-cost stability. 


The fixed-rate share declined from 62.5 per cent to 61.9 per cent over the 2006-07 
fiscal year. The stock of outstanding treasury bills, including cash management bills, 
which are floating-rate debt, increased from $131.6 billion to $134.1 billion in 
2006-07, while the stock of outstanding marketable bonds, which are fixed-rate 
debt, declined from $261.1 billion to $257.5 billion (see Chart ve 


Chart 7 
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Maturity Profile 


A well-distributed maturity profile ensures a controlled exposure to changes in 
interest rates over time and provides liquidity across different maturity sectors. 


In 2006-07, debt issuance plans continued to emphasize the distribution of 
borrowing across three treasury bill maturities (3, 6 and 12 months) and five bond 
maturities (2-, 5-, 10- and 30-year nominal bonds and 30-year Real Return Bonds). 


The maturity profile of outstanding Government of Canada bonds has evolved over 
time and is well distributed across each of the maturity sectors (see Chart 8). The 
increase in the stock of long-dated bonds is primarily due to a larger supply of Real 
Return Bonds and an increase in the inflation adjustment. 
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Chart 8 

Maturity Profile of Outstanding Government of Canada Bonds 
at March 31 
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Source: Bank of Canada. 


Maintaining a Well-Functioning 
Government Securities Market 


A well-functioning wholesale market in Government of Canada securities is 

important; it benefits the Government as a borrower as well as a wide range of 
market participants. For the Government as a debt issuer, a well-functioning market 
attracts investors and contributes to keeping funding costs low and stable over time. 
For market participants, a liquid and transparent secondary market in government 
debt provides risk-free assets for investment portfolios, a pricing benchmark for 

other debt issues and derivatives, and a primary tool for hedging interest rate risk. 


In 2006-07, the following actions were taken to promote liquidity in Government 
of Canada securities: 


e Regular and transparent issuance: The practice of pre-announcing quarterly 
bond auction schedules was continued. As in recent years, there were regular 
auctions for 2-, 5-, 10- and 30-year nominal bonds, as well as for 30-year Real 
Return Bonds. Regular and pre-announced issuance provided certainty for 
dealers and investors in terms of planning their investment activities and 
supported participation and competitive bidding for auctions of securities. 


¢ Benchmark target sizes: The 2-, 5-, 10- and 30-year new building-benchmark 
target sizes were unchanged from the previous year (2-year bonds: $7 billion to 
$10 billion; 5-year bonds: $9 billion to $12 billion; 10-year bonds: $10 billion to 
$14 billion; and 30-year bonds: $12 billion to $15 billion). All non-fungible 
benchmarks built in 2006-07 were within their target range. For benchmarks 
that were fungible with large existing bonds, the benchmark size was deemed 
attained once the total amount of outstanding bonds for that maturity date 
exceeded the minimum benchmark size for that maturity sector. 


e Regular bond buyback program: Against the backdrop of debt paydown in 
recent years, use of the regular bond buyback program on both a switch and cash 
basis to repurchase less liquid off-the-run bonds with more than 18 months to 
maturity has helped maintain gross bond issuance and benchmark bond sizes at 
higher levels than would have been possible without the buyback program. 
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2006-2007 Debt Program 


The total amount of gross new benchmark bonds issued in 2006-07 was 

$33.4 billion, about $2 billion more than the plan set out in the 2006-07 Debt 
Management Strategy. The volume for bond buyback operations was $9.8 billion, 
above the planned range of $7 billion to $8 billion. The increase in gross issuance 
was made possible by the stronger-than-expected bond buyback operations owing 
to favourable market conditions. The net amount of bonds issued in 2006-07 
(gross issuance net of buybacks) was approximately $23.6 billion, in line with 

the amount originally planned in the 2006-07 Debt Management Strategy 

(see Table 4). 


Table 4 
High-Level Overview of Annual Bond Program Operations 


2002-03 2003-04 __ 2004-05 ___ 2005-06 2006-07 


($ billions) 
Nominal 36.4 33.9 30.8 27.9 Pad Fs 
Nominal (switch) 5.9 a 4.7 4.5 4.5 
Real Return Bonds 1.4 1.4 1.4 ts 1.6 
Total gross issuance 43.7 40.8 36.9 33.9 33.4 
Cash buybacks -7.1 -5,2 -6.8 -5.3 -5.4 
Switch buybacks -5.0 -5.0 -4.7 -3.3 -4,7 
Total buybacks -12.1 -10.2 -11.4 -8.6 -9.8 


Net issuance Sls CON 255 25:3 23.6 


Note: Numbers may not add due to rounding. 
Source: Bank of Canada. 


The regular bond buyback program is conducted on a cash as well as a switch basis. 
Buybacks on a cash basis are “reverse auctions,” where off-the-run bonds offered to 
the Government are exchanged for cash. Buybacks on a switch basis are also 
“reverse auctions,” but involve the exchange of off-the-run bonds for the current 
building benchmark. 


The cash management bond buyback (CMBB) program, through which a portion 
of the outstanding bonds maturing in up to 12 months are repurchased prior to 
their maturity, helps manage cash requirements by reducing the high levels of cash 
balances needed for key coupon and maturity payment dates (such as June 1, 
September 1 and December 1). This reduces the market impact of the otherwise 
high cash levels needed for those dates. The purchase of bonds through the CMBB 
program in 2005-06 and 2006-07 reduced the amount of bonds maturing in 
2006-07 by 35 per cent. 


As a result of actions taken to promote liquidity in Government of Canada 
securities, there are now fewer small, illiquid high coupon bonds and more large 
and liquid old benchmarks compared to 2000. Since 2000, the number of 
individual bonds outstanding has been reduced from 71 to 49 at March 31, 2007, 
while the average size per maturity date has increased from $5 billion to just over 
$6 billion (see Table 5). 
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Table 5 : 
Impact of Debt Management Activities on Profile of Outstanding Bonds 
Nominal Bonds Real Return Bonds Total 
2000 2007 2000 2007 2000 2007 

Total bonds outstanding 

($ billions) 281.3 (231.4 Hoel 26.5 294.4 257.4 
Average size per maturity 

date ($ billions) 5.0 6.3 4.0 4.5 — 50) 6.1 
Number of bonds 

outstanding 68 44 3 s 71 49 
Number of maturity 3 

dates 56 36 3 5 59 41 
Weighted average 

coupon rate (%) P52 6.32 4.22 3.8 - - 


Sources: Bank of Canada and Public Accounts of Canada. 


Consolidated Borrowings of Crown Corporations 


The Government announced in Budget 2007 that it planned to meet all of the 
borrowing needs of the Business Development Bank of Canada (BDC), Canada 
Mortgage and Housing Corporation (CMHC) and Farm Credit Canada (FCC) 
through direct lending to these Crown corporations, beginning in 2008. 

This initiative came as a result of an evaluation report submitted by an external 
evaluator in September 2005, which recommended further review of the potential 
costs and benefits of consolidation of Crown borrowing activity with the 
Government’s own borrowing program (for more information, see Review of 
Borrowing Framework of Major Federal Government-Backed Entzttes at 
www.fin.gc.ca/toce/2005/MFGBE-e.html). This recommendation was 
adopted and follow-up analysis was undertaken in consultation with the 

Crown corporations. 


The consolidation of Crown borrowing activity will not affect federal debt or total 
government net debt, since increased federal borrowing will be matched by 
additional assets in the form of loans to the Crown corporations. 


The Government’s own debt program will be adjusted to accommodate the 
additional need for funds. Under the new arrangement, BDC, CMHC and FCC 
debt issued prior to consolidation, as well as any debt issued by these Crowns in 
2007, will remain outstanding in the marketplace. The Minister of Finance will 
continue to approve all Crown borrowing plans within the context of annual 
corporate plan approvals. Crown corporations will continue to be responsible for 
the governance and management of their treasury functions, including decisions 
about how much to borrow from the Government of Canada. 


Amendments to the Financial Administration Act, which recently came into force, 
provide for greater transparency and accountability regarding the Government’s 
borrowing activities and increased flexibility to meet future borrowing needs, 
particularly with respect to the consolidation of Crown borrowings. 


Improvement to the Code of Conduct 
for the Domestic Debt Market 


The liquidity of the domestic debt market is a function of program design and 
public confidence in its integrity. The Investment Dealers Association of Canada 
(IDA) Policy No. 5, Code of Conduct for IDA Member Firms Trading in Wholesale 
Domestic Debt Markets, originally introduced in 1998 and developed jointly with 
the Bank of Canada and the Department of Finance, is the formal code of conduct 
for dealing practices in wholesale domestic debt markets. 


Ongoing vigilance is required to maintain the integrity of the trading in Canadian 
fixed-income securities and thereby to encourage liquidity and efficiency, promote 
public confidence, and support the maintenance of active Government of Canada 
securities trading and lending. 


On June 2, 2006, the IDA, at the request of the Bank of Canada, required primary 
dealers of Government of Canada securities to provide information on inventory 
positions for the 10-year Government of Canada benchmark issue. This action was 
prompted by conditions in the repo market for the 10-year Government of Canada 
benchmark issue. 


A review of the Net Position Reports and information derived from financial 
markets indicated that there were insufficient grounds to warrant the Bank 
requesting the IDA to conduct an investigation (to view the announcement, see 
Net Position Reports—Formal Recommendation from the Bank of Canada, available 
at www. bankofcanada.ca/en/notices_fmd/2006/not070906.html). 


Market Consultations 


As in past years, market participants were consulted as part of the process of 
developing the debt strategy. Views were sought on the liquidity and efficiency of 
the Government of Canada securities market. In addition, market participants’ 
views were requested on certain operational aspects of domestic debt programs. 


Overall, the main messages were that the Government of Canada securities market 
is functioning well and adapting to an environment of declining borrowing needs. 
Transaction costs were said to have fallen, partly as a result of the growing use of 
electronic trading systems. 


Given the views received, no major adjustments to debt programs or operations 
were considered necessary in the short run. Market participants noted a need to 
supplement liquidity in certain sectors, and were supportive of measures to ensure 
that bond issuance can be maintained over time. 


More details on the subjects of discussion and the views expressed during the 
consultations can be found at www.bankofcanada.ca/en/notices_fmd/index.html. 
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Program Reviews and Evaluations 


Regular assessments of treasury management frameworks and programs are 
undertaken as part of good governance and management of the debt program. 


Review of the Receiver General Cash Management Program 


KPMG LLP was engaged in the winter of 2005-06, through the treasury 
evaluation program, to conduct a review of the Receiver General (RG) cash 
management program (see the Report on the Evaluation of the Receiver General 
Cash Management Program at www.fin.gc.ca/efa/Report2006_e.html). The 
review examined the effectiveness of the cash management program in fulfilling 
the core objectives of ensuring that the Government has sufficient cash available at 
all times to meet its operating requirements, while maintaining effective low-cost 
borrowing under an appropriate risk control framework. 


The report submitted by KPMG LLP concluded that the RG cash management 
program is effective in providing sufficient cash balances to meet the Government’s 
needs. It also found that Canada’s cash management program compares well against 
other sovereign cash managers. With respect to the design of the framework, 
recommendations made to the Government included adjustments which could 
encourage greater participation in the RG auctions, and suggestions for alternative 
treasury management tools to enhance cash management effectiveness. The merits 
of the recommendations are being considered. 


Review of the Exchange Fund Account 


An external evaluation of the Exchange Fund Account (EFA) was completed during 
2006-07, which focused on the EFA portfolio structure, investment guidelines, 
asset eligibility, performance measurement metrics and reporting (see Evaluation of 
the Exchange Fund Account at www.fin.gc.ca/efa/EFA2006_e.html). 


The evaluation process involved a comparison of the EFA’s investment framework 
with the general investment practices of similar large, public sector institutional 
investors. The evaluation concluded that Canada’s policies and practices compare 
well with the practices of other peer institutions, and that the EFA is being 
managed prudently, effectively and with due regard to the three key objectives of 
liquidity, capital preservation and return enhancement. 


The recommendations presented in the evaluation centred on expanding asset 
classes to enhance return, subject to maintaining the focus on the key objectives. 
Of note, an analysis was conducted to evaluate the benefits of including securitized 
investments, such as asset-backed commercial paper, but concluded the legal risks 
associated with these securities, and in particular the structure of their pools, were 
too high relative to the incremental return earned. For more information on the 
review, see the Report on the Management of Canada’s Official International 
Reserves, available at www.fin.gc.ca/toce/2007 /oir07_e.html. 


Participation in Government of Canada Operations 


Active participation in auction and buyback operations by a diverse group of market 
participants helps achieve the key objective of raising stable, low-cost funding. 
Initiatives to enhance the bidding process have been undertaken to broaden 
participation over the past few years. 


Lower turnaround times have enhanced the efficiency of the auction and buyback 
process and encourage participation by reducing the market risk for Participants. 
In consultations on the development of the debt strategy, market participants have 
indicated their satisfaction with these changes. 


Turnaround times have fallen significantly in recent years, from an average of 
45 minutes in 1997-98, to an average of close to 2 minutes for treasury bill and 
bond auctions and an average of close to 3 minutes for buyback operations in 
2006-07 (see Table 6). 


Table 6 
Average Turnaround Times for the Release of Auction Results 
2004-05 2005-06 2006-07 
(minutes) 
Treasury bill and bond auctions One 5 2:00 2:08 
Buyback operations . 6:35 3:18 3:01 


Source: Bank of Canada. 


The Bank of Canada targets an average turnaround time of less than 3 minutes 
for auctions and less than 5 minutes for buyback operations. Similarly, 
maximum turnaround times are 5 minutes for auctions and 10 minutes for 
buyback operations. 


Turnaround times have been on a “best efforts basis” since April 6, 2004 

(see Charts 9 and 10). A technical problem was experienced at one cash 
management bill auction during 2006-07 (see the spike in Chart 9). Although 
the guideline for maximum turnaround time was exceeded, no market impact 
was noted. 
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Chart 9 

Turnaround Times for the Release of the Results 
of Treasury Bill and Bond Auctions, 2006-2007 
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Source: Bank of Canada. 
Note: The turnaround time on the cash management bill auction of January 29, 2007 was over 17 minutes. 


Chart 10 
Turnaround Times for the Release of the Results 
of Buyback Operations, 2006-07 
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Debt Strategy Plan and Summary of Actions Taken 


The following summary reports on the planned initiatives, their purpose and actions 
taken through 2006-07, as outlined in the Debt Management Strategy published in 
April 2006 (for more information, see the 2006-07 Debt Management Strategy at 
www.fin.gc.ca/toce/2006/dms06e.html). 


Debt Structure 


Objective: Gradually reduce the fixed-rate share of the debt from two-thirds to 


60 per cent by 2007-08. 


Plan 


Intended Result 


Actions Taken 


Continue to reduce the 
fixed-rate share of the 
debt towards the 
60-per-cent target. 


Increase the size of the 
treasury bill program 
from $131.6 billion 

in 2005-06 to 
approximately 

$135 billion to 

$140 billion in 2006-07. 


Issue about $31 billion of 
bonds in 2006-07, about 
$1 billion less than in 
2005-06. Due to large 
bond maturities and 
continued bond buyback 
operations, the bond 
stock is expected to 
decrease by some 

$6 billion. 


Reduce the size of the 
bond buyback program, 
with a planned level of 
between $7 billion and 
$8 billion, roughly 

$1 billion less than 

in 2005-06. 


Achieve lower debt 
charges, while continuing 
to prudently mitigate the 
risk to the budget 
framework. 


Facilitate market 
adjustment to changes in 
the bond and treasury 
bill programs. 


Make the transition to 
sustainable bond 
programs and preserve 
liquidity in outstanding 
issues. 


a cash basis. 


The fixed-rate share 
was reduced from 
62.5 per cent to 

61.9 per cent over the 
2006-07 fiscal year. 


The stock of outstanding 
treasury bills and cash 
management bills 
increased by $2.5 billion 
from $131.6 billion to 
$134.1 billion, consistent 
with the move to a lower 
fixed-rate share of the 
debt. The stock of bills is 
just below plan given the 
size of the debt paydown. 


$31.8 billion of nominal 
bonds were issued. The 
stock of outstanding 
nominal bonds declined 
by $5.6 billion to 

$230.9 billion. Real 
Return Bond issuance for 


: te 


2006-07 was $1.6 billion, ’ 


increasing the stock of 
outstanding Real Return 
Bonds to $26.5 billion. 


Due to favourable market 
conditions, a total of 
$9.8 billion in 
outstanding bonds were 
repurchased through the 
2006-07 regular bond 
buyback program: 

$4.7 billion on a switch 
basis and $5.1 billion on 
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Debt Strategy Plan and Summary of Actions Taken (contd) 


Debt Structure (contd) 


Plan 


Intended Result 


Actions Taken 


Maintain a stable maturity 
profile by continuing to 
issue in all sectors of the 
curve and by using the 
cash management bond 
buyback (CMBB) 
program to reduce large 
maturities. . 


Limit the need to 
refinance a large portion 
of debt in any given 
period. 


Average term to maturity 
was stable at above 

6.5 years. Issuance in all 
sectors of the curve was 
as planned. 


$8.2 billion of bonds 
were repurchased through 
the CMBB program. 

The 2005-06 and 
2006-07 CMBB 
operations reduced the 
amount of bond 
maturities in 2006-07 by 
35 per cent on average. 


Domestic Debt Programs 


Objective: Maintain diversified sources of funding and a well-functioning market. 


Plan 


Intended Result 


Actions Taken 


Continue regular issues of Keep costs low and 


nominal bonds in four 
maturity sectors, treasury 
bills in three maturity 
sectors and a long-dated 
index-linked bond. 


Forgo the 2-year bond 
auction in the fourth 
quarter of 2006-07. 


Change the dating of the 
5-year benchmark 
maturity to June | from 
September 1 to make the 
new benchmarks 

fungible with old 10-year 
benchmarks, allowing the 
5-year auction in the 
fourth quarter to be 
eliminated. 


mitigate funding risk by 
diversifying borrowing 
across investor segments, 
instruments and 
maturities. 


Facilitate a reduction in 
gross bond issuance to 
lower the fixed-rate share 
of the debt while 
maintaining liquidity in 
that sector of the 

yield curve. 


Facilitate a reduction in 
gross bond issuance and 
maintain adequate 
liquidity in that sector as 
well as for other key bond 
maturities. 


Issuance schedule and 
maturities of past years 
were maintained in 
treasury bills, nominal 
bonds and Real 
Return Bonds. 


The reduction in gross 
bond issuance in the 
2-year sector was 
achieved. 


The dating of the 5-year 
benchmark maturity was 
changed, and a reduction 
in gross bond issuance in 
the 5-year sector was 
achieved. 
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Debt Strategy Plan and Summary of Actions Taken (cont'd) 


Domestic Debt Programs (cont’d) 


Plan 


Intended Result 


Actions Taken 


Maintain current new 
issuance benchmark target 
sizes for non-fungible 

2-, 5-, 10- and 30-year 
bonds. 


Continue to borrow ona 
pre-announced basis and 
provide timely notices of 
government policy 
decisions. 


For regular buybacks, 
lower the minimum 
amount of outstanding 
benchmark bonds below 
which buyback operations 
will not be conducted 
from $6 billion to 

$5 billion in all 


maturities. 


Target average 
turnaround times of less 
than 3 minutes for 
auctions and less than 

5 minutes for buyback 
operations. Reduce 
maximum turnaround 
times from 10 minutes to 
5 minutes for auctions 
and from 15 minutes to 
10 minutes for buyback 
operations. 


Maintain a liquid market 
for on-the-run issues and 
building-benchmark 
issues. 


Maintain transparency 
and efficiency. 


Increase the amount of 
bonds eligible for 
repurchase at buyback 
operations. 


Enhance the bidding 
process and participation 
while reducing risk for 
market participants. 


Benchmark bond target 
ranges were achieved for 
non-fungible issues. 


The issuance schedule was 
announced prior to the 
start of each quarter and 
maintained. 


The minimum 
outstanding amount for 


buyback operations was 
reduced to $5 billion. 


In 2006-07, turnaround 
times on a best efforts 
basis averaged about 

2 minutes for auctions 
and 3 minutes for 
buybacks. A technical 
problem resulted in one 
cash management bill 
auction turnaround time 
exceeding the maximum 
target time; however, no 
market impact was noted. 


33 


| ode! Debt Management Report— 


34 


2006-2007 


Debt Strategy Plan and Summary of Actions Taken (contd) 


Domestic Debt Programs (cont'd) 


Plan 


Intended Result 


Actions Taken 


Evaluate the merits of 
consolidation of some or 
all of the borrowing by 
major government- 
backed entities into 
government debt 
programs. 


Continue research and 
consultations with market 
participants and 
regulators on the 
transparency of the 
market for Government 
of Canada securities. 


Ensure the borrowing 
framework used by the 
Government ts effective 
and efficient. 


Support an appropriate 
level of transparency in 
the Government of 
Canada securities market. 


The Government 
announced in Budget 
2007 that it planned to 
meet the borrowing needs 
of three Crown 
corporations (BDC, 
CMHC and FCC). 


Debt strategy 
consultations took place in 
2006-07. A summary of 
comments received from 
interested parties can be 
found earlier in this 
document in the section 
entitled “Market 
Consultations” as well as 
on the Bank of Canada 


website. 


Foreign Reserves 


Objective: Improve the cost-effectiveness of funding foreign reserve assets. 


Plan 


Intended Result 


Actions Taken 


Continue to use cross- 
currency swaps as the 
primary source of 
reserve funding. 


Implement a new 
investment regime and 
new short-term 

asset classes. 


Keep the cost of carrying 
reserve assets low. 


Improve the risk/return 
profile of the portfolio. 


Cross-currency swaps 
remained the principal 
means of funding the 
foreign exchange reserves. 
Fifty-one cross-currency 
swaps were executed in 
2006-07 totalling 

$5.8 billion. 


Investments in new 
short-term asset classes, 
including certificates of 
deposit and highly rated 
traditional commercial © 
paper, stood at 

$0.9 billion at the end 
of 2006-07. 


Part Ill: Programs and Indicators 


Part ILI is divided into three main sections: indicators of the outcomes of domestic 
debt program operations, indicators of cash management activity, and indicators of 
reserves funding. It also provides information on the distribution of holdings of 
Government of Canada securities. 


Outcomes are typically the product of many factors. As a result, the measures may 
not directly reflect the impact of specific government debt management policies, 
but serve as useful metrics to help interpret and understand the results and context 
of debt management initiatives. 


Domestic Debt Programs 


Measures of outcomes in the area of domestic debt management can be divided 
into two groups: those associated with the debt issuance process (the primary 
market) and those dealing with post-issuance trading (the secondary market). 


Measures of a well-functioning securities market include the degree to which 
auctions in the primary market are well bid and the level of liquidity and trading in 
the secondary market. In 2006-07, treasury bill and bond auctions continued to be 
covered and well bid. Primary dealers, a core group of government securities 
distributors that maintain a certain threshold of activity in the market for 
Government of Canada securities, played the dominant role at auctions, winning 
more than 94 per cent of bonds offered, except in the case of Real Return Bond 
auctions, where customers won, on average, 25 per cent of the bonds on offer. 


The secondary market for Government of Canada securities continues to experience 
healthy trading volumes and turnover ratios that compare favourably to previous 
years and to those of other countries. In 2006-07, primary dealers also played a 
major role in secondary markets, with the top 10 participants accounting for about 
98.5 per cent and 94.2 per cent of the turnover of treasury bills and bonds 
respectively. i 


Primary Market 


Program Activity 
Nominal Bonds 


Gross bond program issuance in 2006-07 was $31.8 billion (including issuance 
through switch buybacks), about $0.6 billion lower than the $32.4 billion issued 
in 2005-06. Gross issuance consisted of $10.3 billion in 2-year bonds, $7.8 billion 
in 5-year bonds, $10.4 billion in 10-year bonds and $3.3 billion in 30-year bonds 
(see Reference Table VIII for more information on bond auctions). In 2006-07, 
$22.1 billion of nominal bonds matured. Taking into account gross issuance, 
buybacks and maturities, the stock of outstanding nominal bonds declined by 
$5.6 billion during the fiscal year to $230.9 billion at March 31, 2007 

(see Table 7). 
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Table 7 
Change in Composition of Federal Market Debt, 2006-07 ! 


Receipts/ §Payments/ 


April 1, 2006 Credits Charges March 31,2007 Change 
($ billions) 

Payable in Canadian currency 
Nominal bonds 236.6 50.2 50.9 230.9 -5.6 
Real Return Bonds 24.5 2.0! 0.0 s¥ 926.5 2.0 
Treasury bills and cash , 

management bills? 131.6 S150 StZ2:0 134.1 pa 
Retail debt dies 1.9 + 40 15.2 -2.2 
CPP bonds and notes Sl 0.0 1.4 aver? -1.4 
Total domestic debt? 413,92 408.5 -4.7 
Payable in foreign currencies* 
Foreign currency bonds® FA 0.3 12 6.4 -0.9 
Canada bills any alg bee 14.1 1.8 -2.9 
Canada notes 0.5 0.0 0:0)" 0.5 0.0 
Euro Medium-Term Notes 1S. 0.1 3 0.0 1.6 0.1 
Total foreign currency debt 14.1 10.4 -3.7 
Total market debt 427.3 418.8 -8.5 
Obligations related to 

capital leases 2.9 0.3 0.1 2 0.2 
Unamortized discounts 

and premiums -6.8 6.9 6.8 -6.7 0.1 
Cross-currency swap 

revaluation -2.3 -1.2 -1.1 nee 
Total unmatured debt 421.1 414.2 -7.0 


Note: Numbers may not add due to rounding. 
1 Includes a Consumer Price Index adjustment of $390.6 million. 


2 These securities are rolled over, or refinanced, a number of times during the year. This results in a larger 
number of new issues per year than stock outstanding at the end of the fiscal year. 


3 Includes a consolidation adjustment for Crown corporations and other entities. 


4 | jabilities are stated at par value at the March 31, 2007 exchange rate. Changes in outstanding amounts 
for foreign currency bonds, Canada notes and Euro Medium-Term Notes include the exchange rate 
appreciation/depreciation of the currency of issue versus the Canadian dollar. 


5 Includes $245.4 million in securities assumed by the Government of Canada on February 5, 2001, on the 
dissolution of Petro-Canada Limited. 


Real Return Bonds (RRBs) 


With RRB issuance in 2006-07 of $1.6 billion, and a Consumer Price Index 
adjustment of $0.3 billion, the level of outstanding RRBs increased from 
$24.5 billion to $26.5 billion at March 31, 2007 (see Reference Table VII for 
more information on RRB auctions). 
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In the spring of 2007, the Department of Finance and the Bank of Canada 
sought the views of institutional investors, government securities distributors, 
and other interested parties regarding the RRB auction plan (see Spring 2007 
Consultations—Views Sought on the Auction Plan for Real Return Bonds at 
www.bankofcanada.ca/en/notices_fmd/2007 /not220307.html). 


Regular Bond Buyback Program 


The objectives of the regular bond buyback program are to enhance liquidity and 
maintain active new issuance in the primary market for Government of Canada 
bonds. Regular bond buyback operations totalled $9.8 billion in 2006-07, 
consisting of roughly $2.4 billion in the 2-year sector, $3.2 billion in the 5-year 
sector, $3.1 billion in the 10-year sector and $1.1 billion in the 30-year sector 
(see Reference Table XI for more information on buyback operations). 


Buybacks on a cash basis totalled $5.1 billion. Switch buyback operations in 
2006-07 resulted in $4.5 billion of additional bond issuance. 


The amount of new bonds issued through buybacks on a switch basis does not 
necessarily equal the amount of old bonds bought back through those operations 
because the exchange is not based on par value but rather on a duration-neutral 
basis. Chart 11 shows the impact of regular bond buybacks on benchmark sizes 
in 2006-07. 


Chart 11 

Impact of Regular Buyback Program 
on Benchmark Sizes 

As of March 31, 2007 


$ billions 


[| Cash buyback 
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Source: Bank of Canada. 
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Treasury Bills and Cash Management Bills (CMBs) 


The stock of outstanding treasury bills and CMBs increased by $2.5 billion during 
2006-07 to $134.1 billion at March 31, 2007, consistent with the orderly move to 
a lower fixed-rate share of debt. Over the fiscal year, $315.0 billion in treasury bills 
and CMBs were auctioned, an increase of $5.1 billion from the previous year 

(see Table 8). Throughout the year, $68.0 billion in CMBs were issued for various 
short-term maturities. More frequent use of CMBs, as a cost-effective cash 
management tool, helped smooth fluctuations in cash balances over the year. 


Table 8 
Treasury Bill and CMB Program Issuance 


2002-03 2003-04 2004-05 2005-06 2006-07 © 


($ billions) 
CMBs 23.8 28.5 25.0) 58.9 68.0 
3-month treasury bills 117.4 12957 13745 140.2 1308 
6-month treasury bills 47.8 51:9 54.5 55.4 54.6 
12-month treasury bills 47.8 51.9 54.5 55.4 54.6 
Total treasury bills 213,60 233-0 246.5 251.0 247.0 
Total including CMBs 236.8 262.4 PA a Ws 309.9 315.0 


Source: Bank of Canada. 


Retail Debt 


In October 2006, the Government celebrated the 60th anniversary of Canada 
Savings Bonds (CSBs). As in prior years, the Government sold CSBs and Canada 
Premium Bonds (CPBs) over a six-month period from October 2006 to 

April 2007. Sales were made through two channels: payroll deductions and cash 
purchases made through financial institutions or directly from the Government. 
The sales were supported by the CSB advertising campaign. 


As part of the initiatives in Budget 2006 to achieve savings from programs and 
activities, in September 2006 the Government announced its intention to 
consolidate the administration of the retail debt program by winding up its special 
operating agency, Canada Investment and Savings (CI&S). The closure of CI&S 
was effective March 31, 2007, and the transfer of responsibilities back to the Bank 
of Canada and the Department of Finance took effect April 1, 2007. This 
consolidation is expected to produce future administrative cost savings of some 

$5 million per year. 


In 2006-07, total expenditures for the retail debt program were $87.8 million, 
$3.2 million below the detailed expenditure plan of $91 million, and well under 
the budgetary cap of $105 million. This represents the seventh consecutive year of 
expenditure reduction. | 


te 


The level of outstanding debt held by domestic retail investors—CSBs and CPBs— 
decreased from $17.3 billion to $15.2 billion in 2006-07 (see Chart 12). Gross 
sales and redemptions were $1.8 billion and $4.1 billion, respectively, for a net 
reduction of $2.3 billion in the stock of retail debt (see Table ay 


The decline of the retail debt stock is consistent with the trend in overall 
government debt and an environment of increased competition from private sector 


retail savings instruments. Further details about the retail debt can be found in 
Reference Table XII. 


Table 9 
Retail Debt Gross Sales and Redemptions, 2006-07 

Gross Sales Redemptions Net Change 

($ billions) 

Payroll 1.5 1.4 0.1 
Cash 0.3 aN -2.4 
Total 1.8 41 -2.3 
Source: Bank of Canada. 
Chart 12 
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Bill and Bond Auction Results Indicators 


Acting as the Government’s fiscal agent, the Bank of Canada sells Government of 
Canada marketable bonds and bills via auction to government securities distributors 
(GSDs) and customers. GSDs that maintain a certain threshold of activity in the 
primary and secondary market for Government of Canada securities may apply to 
become primary dealers and form part of the core group of distributors of 
Government of Canada securities. Information about the rules, terms, schedules 
and results of Government of Canada securities auctions is available on the Bank of 
Canada website at www.bankofcanada.ca/en/markets /markets_auct.html. 
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The two conventional measures of auction performance are the auction coverage 
and tail. These two measures, combined with the yield of the securities issued, 
describe the quality of an auction in terms of its competitiveness and its impact on 
the cost of borrowing. | 


The auction coverage is defined as the total amount of bids received divided by the 
auction amount. Higher statistics typically reflect strong demand and therefore 
should typically result in lower borrowing costs. The auction tail is the number of 
basis points between the highest yield accepted and the average yield. In this case, 
a small auction tail is preferable as it usually indicates strong demand and therefore 
lower borrowing costs. 


Under the rules and terms covering government auctions, active dealers (primary 
dealers) are required to bid for 50 per cent of their auction limit at reasonable 
prices. Maximum coverage ratios from primary dealers (which represent about 
90 per cent of winning bids) could reach about 2.8 for bond auctions and 2.5 for 
treasury bill and CMB auctions. Minimum coverage ratios, assuming that all 
primary dealers bid at their minimum bidding obligation, would be about 

1.4 for bond auctions and 1.2 for treasury bill and CMB auctions. 


In 2006-07, coverage for bond auctions was slightly higher than the 4-year average, 
while tails for most treasury bill and bond auctions were narrower than the 4-year 
average, indicating relatively more competitive bidding at auctions (see Table 10). 


Table 10 
Performance at Auctions 
Coverage (Ratio) Tail (Basis Points) 
2003- 2004—- 2005- 2006- 4-yr. 2003— 2004- 2005- 2006- 4-yr. 
2004 2005 2006 2007 avg. 2004 2005 2006 2007 avg. 
CMBs 1.95 DEAS PACS Ee Ole 1.44 1.69 ee Waker ey 
Treasury bills 
38-month 2.15 Paci Bite} EBs PASTA OMS men Or47/ O40) O44 OAs 
6-month DD Pai eV » Da BT OZ Oe O56 OLOOR O54 
12-month PANO 1.96 PAs) LPs POE) OLS  “OUES OIG OF Sie ©2671 
Nominal bonds 
2-year PLATE 2.46 DEA EEO 2 ZAG OOP Ore2 OG —Onle) Oss 
5-year 2.61 2.49 DHE PUG QS OOM Ora4 O22 028 Ose 
10-year 2.48 2.34 PAS 216) PIS Oil 0.35 OSZ O25 Gs 
30-year 2.62 D2 Gy) PISS) DBs) Bh ey OFZ O67 OSS. OIG 045, 
Real Return 
Bonds! 2. Coie OO LK a W269 n.a. reas nae. han res 
Weighted 
average? Dy PAs ZOMG Pail POE Ose, OO Oi O46 O49 


1 Auction tails for Real Return Bonds (RRBs) are not relevant since RRBs are distributed through 
single-price auctions. 


2 Excludes CMBs. 
Source: Bank of Canada. 


Participation at Auctions 


In 2006-07, primary dealers were allotted over 94 per cent of the auctioned short- 
term and nominal debt securities, while customers? were allotted between 2 and 5 
per cent. The 10 most active participants won over 91 per cent of the auctioned 
nominal debt securities (see Table 11). 


Primary dealers’ share of the Real Return Bond (RRB) allotments was close to 
75 per cent, with customers receiving close to the remaining 25 per cent of the 
allotments. 


Table 11 
Share of Amount Allotted to Participants by Type of Auction, 2006-07 

Treasury Nominal Real Return 
Participant Type CMBs Bills Bonds Bonds 

(%) 

Primary dealers 98.4 94.4 95.2 74.5 
Other GSDs O20) 0.5 cs 1.0 
Customers 1.6 Sel hs) 24.5 
Top 5 participants (2:4 70.6 65.4 0.2 
Top 10 participants 98.4 94.4 91.2 Fa a) 


Note: These numbers exclude securities bought by the Bank of Canada. 
Source: Bank of Canada. 


RRB auctions have more active customer participation than other types of auctions 
due to strong investor demand from institutions that hold them to maturity for 
asset-liability management purposes. 


Note that the share of RRBs allotted to customers has declined from the 2005-06 
level of 48 per cent to 25 per cent, in favour of primary dealers. 


Secondary Market 


A continuing challenge for the Government’s debt strategy in recent years has been 
to maintain sufficient issuance of Government of Canada bonds to support a liquid 
and efficient secondary market. 


Trading Volume and Turnover Ratio 


The two conventional measures of liquidity and efficiency in the secondary market 
for Government of Canada securities are trading volume and turnover ratio. 


Trading volume shows the amount of securities traded per period. Large trading 
volume typically allows participants to buy or sell in the marketplace without a 
substantial change in the price of the securities and in general implies lower 
bid-offer spreads. Turnover ratio, which is the ratio of securities traded relative to 
the amount of securities outstanding, is a measure of market depth and efficiency. 


A customer is a bidder on whose behalf a government securities distributor has been directed to 
submit a competitive or non-competitive bid for a specified amount of securities at a specific price. 
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High turnover implies that a large amount of securities changes hands over a given 
period of time, a hallmark of a liquid and efficient securities market. 


The volume of transactions in the Government of Canada bond market has 

grown significantly since 1990. Average daily bond trading volume hit a record 
$22.7 billion in 2006-07, an increase of 5 per cent from 2005-06 and 68 per cent 
since 2000-01 (see Chart 13). 


With an annual debt stock turnover ratio trending upward to 22.7 in 2006, the 
Government of Canada bond market compares favourably with other major 
sovereign bond markets, with the exception of the United States (see Chart 14). 


Chart 13 
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Chart 14 
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Note: Turnover ratio is total trading volume in each year/average stock. 
Sources: The Bureau of the Public Debt of the US, Federal Reserve Bank of New York, Bank of Canada, 


United Kingdom Debt Management Office, London Stock Exchange, Australian Financial Markets Report, 
Reserve Bank of New Zealand, Japan Ministry of Finance, and Japan Securities Dealer Association. 


Repo Markets 


A repo, or repurchase agreement, is a transaction in which a party sells a security 
and simultaneously agrees to repurchase it at a given price at a given time in the 
future. These transactions provide short-term financing or support to dealer 
inventories and are equivalent to collateralized loans. They provide a barometer 
of the debt market’s financing activity. 


The presence of liquid repo markets for Government of Canada treasury bills and 
nominal bonds complements and adds efficiency to the domestic fixed-income 
securities market. The active interest rate futures contract, based on the 10-year 
Government of Canada bonds, contributes to efficient capital markets by providing 
additional important trading, pricing and hedging tools. 


Both Government of Canada bond repos and treasury bill repos remained very 
active in 2006-07. The total trading volume for Government of Canada bond 
repos in 2006-07 was $26.6 billion, up from $21.2 billion in 2005-06. The 
treasury bill repo market volume in 2006-07 was $2.6 billion compared to 
$3.2 billion in 2005-06. 


Interest Rate Futures Market 


The futures contract based on the 10-year Government of Canada bond basket 
(or the CGB contract) continues to be actively traded, with trading volume 
jumping to 7.7 million contracts in calendar year 2006, a 64-per-cent increase 
from 2005. 


The futures contract based on the 2-year Government of Canada bond (or the 
CGZ contract), originally launched in 2004 and modified in July 2006, had a 
trading volume of less than 0.1 million contracts in 2006. 


Secondary Trading by Market Participants 


Secondary market trading of Government of Canada securities is highly 
concentrated, with primary dealers accounting for over 91 per cent of trading 
activity.? The 10 most active participants in the federal securities secondary market 
represented over 94 per cent of trading activity (see Table 12). 


Table 12 

Secondary Trading: Share by Type of Participant, 2006-07 

Participant Type . Treasury Bills Bonds 
(%) 

Primary dealers 97.1 91.3 

Other GSDs 2.9 8.7 

Top 5 participants 82.7 65.8 

Top 10 participants ’ 98.5 94.2 


Source: Bank of Canada. 


> Primary dealers trade on behalf of their clients as well as for their own accounts. 
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Cash Management 


Receiver General (RG) cash balances, the Government of Canada’s Canadian-dollar 
balances, are invested in a prudent, cost-effective manner through auctions with 
private sector financial institutions. Since February 1999, when Canada’s electronic 
funds transfer system, the Large Value Transfer System, was implemented, RG cash 
balances have been allocated to bidders twice daily through an auction process 
administered by the Bank of Canada. These auctions serve two main purposes: 

first, as a treasury management tool, they are the means by which the Government 
invests its short-term Canadian-dollar cash balances; second, the auctions are used 
by the Bank of Canada in its monetary policy implementation to neutralize the 
impact of public sector flows on the financial system. 


A portion of the morning auction has been offered on a collateralized basis since 
September 2002, permitting access to a wider group of potential participants, while 
ensuring that the Government’s credit exposure is effectively mitigated. 


The Government’s treasury managers use a number of indicators to monitor the 
performance of cash management activities, including the average level of cash 
balances, the coverage and tail at RG auctions, the distribution of participants at 
RG auctions, the effectiveness of the cash management bond buyback program, 
the cost of carry and the profile of treasury bill operations. 


Total Receiver General Cash Balances 


RG cash balances fluctuate widely over the year for a variety of reasons. In 
2006-07, they reached a peak of $22.5 billion and a low of $1.8 billion 

(see Chart 15). Cash balances tend to be at their highest during the months of 
March, April, May and November in anticipation of the large flows related to fiscal 
year-end and to cover large bond coupon and principal outflows on June 1 and 
December J”, 


Chat) 
Total Receiver General Balances 
$ billions 
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Source: Bank of Canada. 


ARO ie 


Average Daily Cash Balances 


Average daily cash balances in 2006-07 were $5.7 billion, a level comparable to 
2005-06 (see Table 13). Since 2005-06, more frequent use of cash management 
bills as a cash management tool has meant that cash balances can be built up quickly 
prior to redemption and coupon payment dates, and therefore cash balances can be 
raised closer to the actual payment dates. ; 


Collateral arrangements were introduced in 2002 to mitigate the credit risk tied to 
the deposit of cash balances with counterparties. Participants with approval for 
uncollateralized bidding limits maximize their uncollateralized lines prior to using 
their collateralized lines. Generally, at least 20 per cent of the balances are 
collateralized; however, in months of high balances, the proportion of collateralized 
balances can exceed 70 per cent (see Chart 16). 


Table 13 
Average Daily Receiver General Cash Balances Held at Financial Institutions 
2003-04 © 2004-05 =. 2005-06 2006-07 
($ billions) 
Average daily cash balances 7.9 8.2 5.6 5.7 


Source: Bank of Canada. 


Chart 16 
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Coverage and Tails 


In 2006-07, coverage for the morning RG auction was lower than in 2005-06 but 
was above the rolling four-year average (see Table 14). Coverage for the afternoon 
RG auction also declined from 2.33 to 2.17. 


The lower coverage and wider tails for the afternoon auction reflect the reduced 
number of eligible participants. In addition, many participants have already 
completed their daily funding requirements by the afternoon auction. 


Table 14 
Performance at Receiver General Auctions 


2003-04 2004-05 2005-06 2006-07 4-yravg. 


Morning auctions 


Coverage (ratio) 3.38 4.16 4.18 3.96 3.92 
Tail (basis points) 1.68 1.26 1.76 1.39 qey 
Afternoon auctions 

Coverage (ratio) 2.00 Paso) 2.08 ZaAY 2.34 
Tail (basis points) ; 3.09 2.96 3.49 ery g®) 3.09 


Source: Bank of Canada. 


Participation 


The top 10 participants in the Large Value Transfer System (LVTS) won about 
81 per cent of RG auctions on average in 2006-07, while the non-LVTS 
participants won about 18 per cent of the amount allotted (see Table 15). 


Table 15 
Receiver General Auctions Share of Amount Allotted 
Between LVTS and Non-LVTS Participants 


Participant Type =| — 2003-04 ate 2004-05 ~ : 2005-06 . 2006-07 
(%) 

Top 10 LVTS F6.0 14S 79.9 Sti2 

Non-LVTS 23.8 24.3 17:8 17.6 


Source: Bank of Canada. 


Receiver General Cash Management Evaluation 


The Government received a series of recommendations following the review of the 
Receiver General cash management program (see the Report on the Evaluation of the 
Receiver General Cash Management Program available at 
www.fin.gc.ca/efa/Report2006_e.html). 


Analysis of the recommendations is underway, which included suggestions to 
encourage greater participation in the RG auctions, the potential benefits of 
alternative treasury management tools in enhancing the effectiveness of the 
management of the RG account, and the development and introduction of a 
1-month treasury bill to smooth balances and reduce fluctuations in the size of 
consecutive bill auctions. 


Cash Management Bond Buyback Program 


The cash management bond buyback (CMBB) program helps manage cash 
requirements by reducing the high levels of cash balances needed for key coupon 
and maturity payment dates. The program also helps smooth variations in treasury 
bill auction sizes over the year. 


In 2006-07, the total amount of bonds repurchased through the CMBB program 
was $8.2 billion, compared to $8.7 billion in 2005-06. The CMBB program in 
2005-06 and 2006-07 reduced the size of the 2006 June 1, September 1 and 
December 1 bond maturities by about 35 per cent, from a total of $28.4 billion 
outstanding at the beginning of 2005-06 to $18.6 billion outstanding after CMBB 
operations in 2006-07 (see Chart 17). The reduction in the outstanding size of 
these maturities through the CMBB program is in addition to the $4.2-billion 
reduction achieved through the regular bond buyback program. Together, the 
CMBB and regular buyback operations reduced the total outstanding in the June, 
September and December 2006 maturities by 42 per cent. 


Chart 17 
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Cost of Carry 


A key measure for the cost to the Government of maintaining cash balances is the 
net return on these cash balances: the difference between the return on government 
balances auctioned to financial institutions (typically around the overnight rate) 

and the average yield paid on treasury bills. A normal upward sloping yield curve 
results in a positive cost of carry, as financial institutions pay rates of interest for 
government deposits based on an overnight rate that is lower than the rate paid by 
the Government to borrow funds. Conversely, under an inverted yield curve, short- 
term deposit rates are higher than the average of 3- to 12-month treasury bill rates, 
which can result in a net gain for the Government. 


The net cost of carrying RG cash balances was $1.6 million in 2006-07, compared 
to $9.4 million in 2005-06 (see Chart 18). This improvement is attributable to 
favourable market conditions. 


Chart 18 
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Profile of Treasury Bill Operations 


An indicator of cash management activities is the profile of treasury bill operations 
(amount issued per auction date less amount maturing per auction date). Smooth 
profiles provide increased certainty of supply for market participants and help 
reduce the cost associated with large operations. The profile of treasury bill 
operations continued to be smooth in 2006-07, with net new issuance ranging 
from -$3 billion to +$4 billion per operation, with a standard deviation of 

$1.5 billion (see Chart 19 and Table 16). 


Chart 19 
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Table 16 
Profile of Net Size of Treasury Bill Issues 
2002-03 2003-04 2004-05 2005-06 2006-07 
($ billions) 
Range -4to4 -2 to +6 -2 to +4 -2 t0 +3 -3 to +4 


Standard deviation 
of new issues 
less maturities 1.9 2S 2 eg! Ie 


Source: Bank of Canada. 


Foreign Currency Debt Programs 


Foreign currency debt is used to fund the foreign exchange reserves, which are held 
in the Exchange Fund Account. A variety of instruments are available to meet 
foreign currency funding requirements. In 2006-07, the sources of funding for 
reserves were Canada bills and domestic funds swapped into foreign currency using 
cross-currency swaps. 


The Report on the Management of Canada’s Official International Reserves, 
available at www.fin.gc.ca/toce/2007 /oir07_e.html, provides information on 
the objectives, composition and performance of the reserves portfolio. 


Canada Bills 


In 2006-07, the level of outstanding Canada bills decreased from $4.7 billion 
(US$4.0 billion) to $1.8 billion (US$1.6 billion). In 2006-07, Canada bills were 
issued, on average, at an all-in cost of US$ LIBOR (London Inter-Bank Offered 
Rate) less 20 basis points, which was generally in line with the levels achieved in 
recent years. 
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Foreign Currency Bonds 


In 2006-07, no new foreign currency bonds were issued, while a total of 

$1.2 billion (US$1 billion) matured. The total decline in the stock of outstanding 
foreign currency bonds, including the exchange rate effect, was $0.9 billion. The 
total outstanding was $6.4 billion (US$5.6 billion) at the end of 2006-07. 


Canada Notes 


There were no new Canada note issues or maturities in 2006-07. The total 
outstanding was $0.5 billion (US$0.4 billion) at the end of 2006-07. 


Euro Medium-Term Notes 


In 2006-07, no new Euro Medium-Term Notes were issued or matured. 
The total outstanding increased from $1.5 billion (US$1.3 billion) to $1.6 billion 
(US$1.4 billion). 


Cross-Currency Swaps 


In 2006-07, $5.8 billion (US$5 billion) was raised to fund the foreign exchange 
reserves by entering into 51 cross-currency swaps at an average cost of US$ LIBOR 
less 41 basis points, which was generally in line with the levels achieved in recent 
years. A total of $2.3 billion (US$2 billion) of swaps matured in 2006-07. At the 
end of the 2006-07 fiscal year, the outstanding amount of cross-currency swaps 
totalled $30.6 billion (see Reference Table X). Taking into account the effect of 
cross-currency swaps, foreign currency obligations were 9.8 per cent of the 
Government’s total market debt. 


A collateral management framework is used to mitigate credit risk exposures to 
financial institution counterparties associated with cross-currency swap transactions. 
Under this framework, high quality collateral (e.g. government securities) is 
pledged by counterparties when the net market value of their contracts with the 
Government of Canada exceeds specified limits. Over the fiscal year, given the 
strength of the Canadian dollar, most of the swaps were “in the money,” meaning 
that the market value of the swaps had increased in favour of the Government. 


Holdings of Government of Canada Debt 


A diversified investor base ensures there is active demand for Government of 
Canada securities, thereby helping to keep funding costs low. Diversification of the 
investor base is pursued by maintaining a domestic wholesale debt program that is 
attractive to a wide range of investors, and offering a retail debt program that 


_ provides savings products to suit the needs of individual Canadians. 


At March 31, 2007, based on Statistics Canada surveys, other financial institutions, 
which include investment dealers, mutual funds and property and casualty insurance 


companies, accounted for the largest share of holdings of Government of Canada 
marketable debt securities (23 per cent). The next largest share was held by life 


insurance companies and pension funds (22 per cent), followed by chartered banks 


and near-banks (15 per cent), and non-residents (14 per cent). Taken together, 
these four sectors held close to 75 per cent of outstanding Government of Canada 
securities (see Chart 20). 


With a decline of 10 per cent, the share of Government of Canada marketable 
securities held by non-residents shows the most notable change between 1998 
and 2007. Additional details on the distribution of Government of Canada 
marketable debt is available on the Statistics Canada website at 
www.statcan.ca/english/nea-cen /index.htm. 


Chart 20 

Distribution of Holdings of Government of Canada 
Marketable Debt 
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Note: Figures are as at December 31, except for figures for 2007, which are as at March 31. 


Source: Statistics Canada, National Balance Sheet Accounts, which is based on data extracted from 
administrative files and derived from other Statistics Canada surveys. 
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Annex 1: Completed Treasury Evaluation Reports, 
1992-2007 


Area Year 
Debt Management Objectives : 1992 
Debt Structure—Fixed/Floating Mix 1992 
Internal Review Process 1992 
External Review Process 1992 
Benchmarks and Performance Measures : 1994 
Foreign Currency Borrowing—Canada Bills Program 1994 
Developing Well-Functioning Bond and Bill Markets 1994 
Liability Portfolio Performance Measurement 1994 
Retail Debt Program 1994 
Guidelines for Dealing With Auction Difficulties 1995 
Foreign Currency Borrowing—Standby Line of Credit and FRN 1995 
Treasury Bill Program Design 1995 
Real Return Bond Program 1998 
Foreign Currency Borrowing Programs . 1998 
Initiatives to Support a Well-Functioning Wholesale Market 2001 
Debt Structure Target/Modelling 2001 
Reserves Management Framework 2002 
Bond Buybacks 2003 
Funds Management Governance Framework! 2004 
Retail Debt Program! . 2004 
Borrowing Framework of Major Federal Government-Backed Entities! 2005 
Receiver General Cash Management Program 2006 
Exchange Fund Account Evaluation’ 2006 


1 Available at www.fin.gc.ca. 


Annex 2: Glossary 


asset-liability management: An investment decision-making framework that is 
used to concurrently manage a portfolio of assets and liabilities. 


benchmark bond: Specific issue which is typically the most liquid bond within each 
range of maturities. It is considered by the market to be the standard against which 
all other bonds issued in that term area are evaluated. 


budgetary deficit: The shortfall between government annual revenues and annual 
budgetary expenses. 


buyback on a cash basis: The repurchase of bonds for cash. Used to maintain the 
size of bond auctions and new issuance. 


buyback on a switch basis: The exchange of outstanding bonds for new bonds in 
the current building benchmark. 


Canada bill: Promissory note denominated in US dollars, issued for terms of up 
to 270 days. Canada bills are issued for foreign exchange reserves funding 
purposes only. 


Canada Investment Bond: A non-marketable fixed-term security instrument 
issued by the Government of Canada. 


Canada note: Promissory note usually denominated in US dollars and available in 
book-entry form. Canada notes can be issued for terms of nine months or longer, 
and can be issued at a fixed or a floating rate. Canada notes are issued for foreign 
exchange reserves funding purposes only. 


Canada Premium Bond: A non-marketable security instrument issued by the 
Government of Canada, which is redeemable once a year on the anniversary date or 
during the 30 days thereafter without penalty. 


Canada Savings Bond: A non-marketable security instrument issued by the 
Government of Canada, which is redeemable on demand by the registered 
owner(s), and which, after the first three months, pays interest up to the end of the 
month prior to cashing. 


cross-currency swap: An agreement that exchanges one type of obligation for 
another involving different currencies and the exchange of the principal amounts 
and interest payments. 


electronic trading system: An electronic system that provides real-time 
information about securities and enables the user to execute financial trades. 


Exchange Fund Account (EFA): The objective of the EFA is to aid in the control 
and protection of the external value of the Canadian dollar. Assets held in the EFA 
are managed to provide foreign currency liquidity to the Government and to 
promote orderly conditions for the Canadian dollar in the foreign exchange 
markets, if required. 
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financial source/requirement: Measures the difference between the cash inflows 
and outflows of the Government’s Receiver General account. In the case of a 
financial requirement, it is the amount of new borrowing required from outside 
lenders to meet financing needs in any given year. 


foreign exchange reserves: The foreign currency assets (e.g. interest-earning 
bonds) held to support the value of the domestic currency. Canada’s foreign 
exchange reserves are held in the Exchange Fund Account. 


Government of Canada securities auction: A process used for selling Government 
of Canada debt securities (mostly marketable bonds and treasury bills) in which 
issues are sold by public tender to government securities distributors and 

approved clients. 


government securities distributor (GSD): An entity (i.e. an investment dealer or 
bank) that is authorized to bid at Government of Canada auctions and through 
which the Government distributes Government of Canada treasury bills and 
marketable bonds. 


interest-bearing debt: Consists of unmatured debt, or market debt, and liabilities 
to internally held accounts such as federal employees’ pension plans. 


Large Value Transfer System (LVTS): An electronic funds transfer system 
introduced in February 1999 and operated by the Canadian Payments Association. 
It facilitates the electronic transfer of Canadian-dollar payments across the country 
virtually instantaneously. 


marketable bond: An interest-bearing certificate of indebtedness issued by the 
Government of Canada, and having the following characteristics: bought and sold 
on the open market; payable in Canadian or foreign currency; having a fixed date of 
maturity; interest payable either in coupon or registered form; face value guaranteed 
at maturity. 


marketable debt: Market debt that is issued by the Government of Canada and 
sold via public tender or syndication. These issues can be traded between investors 
while outstanding. 


money market: The market in which short-term capital is raised, invested and 
traded using financial instruments such as treasury bills, bankers’ acceptances, 
commercial paper, and bonds maturing in one year or less. 


non-market debt: Consists of the Government’s internal debt, which is, for the 
most part, federal public sector pension liabilities and the Government’s current 
liabilities (such as accounts payable, accrued liabilities, interest payments and 
payments of matured debt). 


overnight rate; overnight financing rate; overnight money market rate; 
overnight lending rate: An interest rate at which participants with a temporary 
surplus or shortage of funds are able to lend or borrow until the next business day. 
It is the shortest term to maturity in the money market. 


ee 


primary dealer (PD): Member of the core group of government securities 
distributors that maintains a certain threshold of activity in the market for 
Government of Canada securities. The primary dealer classification can be attained 
in either treasury bills or marketable bonds, or both. 


primary market: The market in which issues of securities are first offered to 
the public. 


Real Return Bond (RRB): Government of Canada RRBs pay semi-annual interest 
based upon a real interest rate. Unlike standard fixed-coupon marketable bonds, 
interest payments on RRBs are adjusted for changes in the Consumer Price Index. 


secondary market: A market where existing securities trade after they have been 
sold to the public in the primary market. 


sovereign market: Market for the debt issued by a government. 


treasury bill: Short-term obligation sold by public tender. Treasury bills, 
with terms to maturity of 3, 6 or 12 months, are currently auctioned on a 
bi-weekly basis. 


yield curve: The conceptual or graphic representation of the term structure of 
interest rates. A “normal” yield curve is upward sloping, with short-term rates 
lower than long-term rates. An “inverted” yield curve is downward sloping, with 
short-term rates higher than long-term rates. A “flat” yield curve occurs when 
short-term rates are the same as long-term rates. 
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Annex 3: Contact Information 


Department of Finance Canada 

Financial Sector Policy Branch 

Financial Markets Division 

140 O’Connor St., 20th Floor, East Tower 
Ottawa, Canada K1A 0G5 

Telephone: 613-992-9031 

Fax: 613-943-2039 
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